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VISIBLE RECORD SYSTEM 


makes it possible—twenty-four hours a day 


Yo matter what time of day or night a call for serv- 

ce comes in—KARDEX Customer Service Location 

Record enables you to serve customers promptly and 

ficiently. Result? Maximum customer good will at 
ininium operating cost. 

When a call for service is relayed to the clerk at 
he K ARDEX cabinet containing the records of the 
aller. the facts are noted on both a Master and 

eter Order Card. Because the Meter Order Card 
‘travels” as the order, no further writing is necessary 
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—and within 60 seconds after the call is completed 
the Meter Order Card is on its way to the dispatcher 
for action. 

To learn of the many advantages of this system 
for serving and satisfying, write for FREE illustrated 
folder ‘““New Horizons In Public Service” to Room 
1317, 315 Park Avenue South, New York 10, N. Y. 

Remington. Frand. 
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with the Codlitors 


paces on commission regulation of 
public utilities are certainly not a 
novel development. Indeed they have been 
recurrent ever since the beginnings of state 
and federal commission regulation in the 
latter part of the nineteenth century. In 
the past, however, criticism of commis- 
sion regulation has almost invariably led 
to strengthening, then broadening, the 
powers of the commissions as to both the 
type and scope of utility businesses regu- 
lated. 


But the recent criticism of the short- 
comings of commission regulation follow- 
ing the investigation of the House Sub- 
committee on Legislative Oversight seems 
to introduce a novel and somewhat dis- 
turbing departure from the previous pat- 
tern of attacks on commission regulation. 
Now we hear suggestions about doing 
away with commissions altogether as an 
institution and substituting something 
else. The proposed substitutes vary from 
judicial to administrative types of reg- 
ulation. 


THE opening article in this issue comes 
to us from an author who is certainly 
qualified to deal with the subject of wheth- 
er federal commissions are obsolete or 
should be reformed. The verdict indicat- 
ed in this article is that the commissions, 


ANTHONY F. ARPAIA 


MARTIN T. FARRIS 


specifically the Interstate Commerce Com- 
mission, are certainly not obsolete. On the 
contrary, the ICC is found to be a very 
valuable agency of modern government, 
even though it may be made more effec- 
tive through certain changes proposed by 
the author. 


THE HONORABLE ANTHONY F. ARPAIA, 
who gives us this article on the ICC’s ad- 
ministrative problem, is a member and 
former chairman of the Interstate Com- 
merce Commission, to which he was first 
appointed in 1952. A native of New 
Haven, Connecticut, he was educated at 
Yale (AB, ’21; LLB, ’23). He practiced 
law in both Connecticut and New York 
city until 1942, except for an interim as 
judge of the East Haven court from 1931 
to 1933. He joined the federal govern- 
ment service in 1942 with the old Office 
of Price Administration. Following the 
war he resumed private practice until his 
appointment to the ICC. 


* * * X* 


_— K. Leer, chairman of the board 
of United Cities Gas Company of 
Chicago, Illinois, whose article on gas pro- 
ducer problems appears on page 443, was 
businessman, banker, and state senator 
during the initial development of the oil 
and gas business in the state of Wyoming. 
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DESIGN AND CONSULTING ENGINEERING SERVICES 


Pioneer specializes in designing power plants and offers design service for fossil 
fuel, hydro and atomic plants. It will also assist in forecasting load growth, in 
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management. Pioneer’s other services include substation, transmission and 
listribution studies and design. 


SERVICES IN REGULATORY MATTERS 

ioneer offers its services in all phases of Federal, State and local utility regula- 
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icensed project accounting requirements, depreciation studies for rate case 
ind income tax purposes, cost allocations and special studies. 
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ioneer offers its services as business and management consultants; stock transfer 
ind dividend disbursing agents; financial, accounting and tax consultants. 


Write for Booklet **pPIONEERING NEW HORIZONS IN POWER” 
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231 SOUTH LA SALLE STREET «+ CHICAGO 4, ILLINOIS 
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He participated in the discovery of the 
Hugoton gas field in Kansas. He got into 
Texas pipeline operations and promoted 
and financed pipelines supplying Colorado 
Springs. Following the enactment of the 
Natural Gas Act in 1938, Mr. LEE moved 
to Chicago where he formed the company 
with which he is now connected and which 
operates distribution systems in a number 
of small cities in the Midwest and South. 


* 4 


D* Martin T. Farris, coauthor of the 
article on alternative tax depreciation 
which begins on page +56, is a native of 
Montana, educated at that university 
(PhD), and has been an associate profes- 
sor of economics at Arizona State Uni- 
versity since 1957. His coauthor, 
CarrRoLL M. PErKINs, was born in Ohio 
and is a graduate of the University of 
California at Berkeley (BS, ’50). He has 
served with the U. S. Department of Agri- 
culture and with the Salt River project. 


ee it has not been our usual policy 
to publish formal obituaries, no men- 
tion was made, at the time, of the passing 
last December 21st of our former asso- 
ciate editor, Ratpu S. Cup, But in view 
of requests received from his many long- 
time friends in the utility industry, we are 
publishing herewith the last picture we 
have of Ratpu, and a brief résumé of his 
many activities. Born in Neponset, II- 
linois, in 1878, he was educated in Grand 
Rapids, Michigan, and started his career 
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RALPH S, CHILD 


there with an investment firm in 1903. By 
1904 he had organized his own firm, Child, 
Hulswit & Co., for utility financing. 


In 1919 the reorganized Child & Co. 
opened its office at 60 Wall street, New 
York city. But two vears later and for 
more than a decade CHILD’s service in the 
utility investment field was with the well- 
known firm of Bonbright & Co., Inc. He 
traveled extensively in Europe and South 
America. With the dissolution of the 
Bonbright firm, he turned to the lecture 
platform with a series of travel talks. In 
1942 he was asked to install a personnel 
induction program at the government 
shipyard at Brunswick, Georgia. In 1944 
he joined Pustic Utiities ForTNIGHT- 
LY as an associate editor where he served 
until reasons of health required some cur- 
tailment of his activities in 1958. But he 
still remained on our staff in a correspond- 
ing capacity until his passing at Chapel 
Hill, North Carolina. He will always be 
remembered for his thoughtful, gentle, 
and mannerly use of his many talents— 
for his earnest convictions and quiet en- 
thusiasm. The FortTNIGHTLY staff lost 
with his going a warm and treasured per- 
sonal friendship, as well as a valued edi- 
torial associate. 


THE next number of this magazine will 
be out April 14th. 


Nar OxkeZGrva- 
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CONTINUING TO SERVE BUSINESS AND INDUSTRY 


Irving seminars 

open the doors 

of Wall Street 
to Utilities 








:One Wall Street, Irving specialists 
eready with new and sound 


pproaches—with seminars, for 
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ample, designed to provide the 





hancial insight demanded by 

hday's rapidly growing Utilities. In 
dition to meetings with Irving 
becialists, these seminars offer 
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IRVING TRUST COMPANY 


One Wall Street, New York 15, N.Y. 


Capital Funds over $140,000,000 Total Assets over $1,700,000,000 


GeorGE A. MurpHy, Chairman of the Board WriuaM E. PETERSEN, President 
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Coming IN THE NEXT ISSUE 


(April 14, 1960, issue) 
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BEHIND THE BURNS CREEK PROJECT? 


E. M. Naughton, president and general manager of the Utah Power & Light Com- 
pany, has analyzed the Burns Creek hydroelectric project being undertaken by the 
U. S. Bureau of Reclamation. He finds that the government is here assuming a con- 
tinuing utility responsibility to furnish the electric power requirements of a few pre- 
ferred customers under the guise of reclamation. The project has been sponsored by 
the Reclamation Bureau and is the subject of two bills in the House which would au- 
thorize its construction as a federal project by the Secretary of Interior. The author 
further contends that the additional power to be supplied to preference customers in 
the area would be sold for less than the cost of production. 


TACKLING THE WASHINGTON, D. C., TRANSIT PROBLEMS 


The metropolitan area of Washington, D. C., presents an unusually complicated legal, 
regulatory, and economic problem, especially with respect to transportation, because 
the daily commuters are chiefly residents of Maryland and Virginia, whereas the Dis- 
trict of Columbia is a political subdivision of the federal government. Herbert Bratter, 
Washington economist and author of business articles, recently interviewed Frederick 
Gutheim, staff director of the congressional Joint Committee on Washington Metro- 
politan Problems. Physically, the transportation puzzle in the nation's capital resembles 
the parallel headache in other city areas because it is dominated by commuters who 
insist on driving their own private automobiles. But the experts are discovering that 
rail transit is the most promising solution to the problem posed by an exploding ‘'bed- 
room population,"’ moving daily between the central city and outlying suburbs in 
Maryland and Virginia. 


“SHOW SHOP” HELPS OFF-JOB SAFETY 


Bell telephone companies have found, along with other business management con- 
cerns, that more people get hurt away from their work than while on the job. From 
the standpoint of employee disability and absenteeism, this costs the company as 
much if not more money than accidents on the job which can be more closely con- 
trolled by a safety program. But how can a company employer go about a safety 
program for employees on their own time after business hours? John Mappelbeck, 
author of business articles, has investigated a new safety teaching technique which 
one Bell management has found can be best solved with a Hollywood touch. 


* 


- + Special financial news, digests, and interpretations of court and com- 
mission decisions, general news happenings, reviews, Washington 
gossip, and other features of interest to public utility regulators, com- 
panies, executives, financial experts, employees, investors, and others. 
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| More Power for the South! 


Growth of The Southern Company 
electric power system continues to 
match that of our four-state service 
area. In 1959, $178,665,000 was 
spent on new power plants and ex- 
pansion of facilities. 

An additional $538,000,000 will be 
required for anticipated expansion 
during the next three years. 

Our investors are sharing in the 
benefits of this growth. This year, 
1960, is the sixth consecutive one in 
which dividends have been increased. 
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Send for 1959; 
Annual Report : 










Street, N.W., At- # 
lanta 9, Georgia, pees eipen> 
or any of the com- 
panies listed be- 
low. 

















HIGHLIGHTS OF THE YEAR... 1959 

























Operating Revenues amounted to. . « . . . . $296,657,874 
A new high — an increase of $24,523; 927, or 9% 
Consolidated Net Income was. . . -..... . $43,196,965 


Another new high — up $4,962,720, or 13% 
Earnings Per Share of Common Stock (average) were. . . . . . . $1.95 


14 cents above the previous year 
On year-end shares, earnings were $1.92, up 11 cents 


Dividends Per Share of Common Stock were. . . . . . .. . . $1.30 
Up 10 cents over 1958 


Construction Expenditures totaled... .... . . . $178,665,000 


Largest in history of the system 


Sales of Electric Energy, in kilowatt hours. . . . . . . 20,965,773,000 


A new record, up 11% 


Customers Served Directly increased ts. -....... .. . 1,539,039 
53,673 more than in 1958 








Serving the Heart of the South 
through 


ALABAMA POWER COMPANY 
Birmingham, Alabama 


GEORGIA POWER COMPANY 


Atlanta, Georgia A mc 
GULF POWER COMPANY ¥ 
Pensacola, Florida 4 


MISSISSIPPI POWER COMPANY 

Gulfport, Mississippi 

SOUTHERN ELECTRIC GENERATING COMPANY asianta.s30 Peacnrae pala. 
Birmingham, Alabama : 
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Coukble CEawrke 


“There never was in the world two opinions alike.” 


RAYMOND L. BRUCKBERGER 
Dominican priest and 
international economist. 


FREDERICK BURDICK 


Editor, Gist. 


FREDERICK R, KAPPEL 
President, American Telephone 
and Telegraph Company. 


Maurice H. STANs 
Director, United States 
Bureau of the Budget. 


Frep A. HARTLEY, JR. 
Former U. S. Representative 
from New Jersey. 


Henry HAZLITT 


Columnist. 


Victor A. Knox 
U. S. Representatize 
from Michigan. 
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“The American economic and social revolution is the 
only revolution in modern times to have achieved its 
4 ”” 
aim. 


> 


“Congressmen returning from their contacts with the 
people say they are more concerned about the arms 
race and real progress toward peace than any other 
issue. It well may prove a vital one in the approaching 
election campaign.” 


> 


“T ... believe that certain factors which are funda- 
mental to the progress of other businesses cannot be 
absent from ours. I mean specifically the profit incentive 
—the drive for financial progress—the expectation of 
reasonable reward.” 


» 


“The 290 billions of current public debt, plus $350 bil- 
lion of future obligations for past services, plus $98 bil- 
lion of C. O. D.’s, adds to the almost incredible total of 
about $750 billion. That . . . is the federal government’s 
mortgage on America’s future, beyond the regular annual 
costs of defense, welfare, and commerce.” 


¥ 


“The most important work yet to be done in labor 
legislation is to apply the antitrust laws to labor unions. 
The job can be done if management wakes up. The 
power of free speech granted in the Taft-Hartley Law 
has never been as fully utilized by management as it 
could be. This power should be brought to bear on 


antitrust.” 
@ 


“Its (government’s) true function to maintain peace, 
order, and justice; to protect life and property; to re- 
frain from burdensome and inequitable taxation; to 
remove the punitive laws and deterrents that previous 
governments have imposed. Its function is to permit 
and preserve a sound currency. When it fails to do this, 
it must bear sole responsibility for the failure.” 


© 


“Tf it is true, as many claim, that foreign trade policy 
is inexorably linked to broad foreign policy, then surely 
it is time to reassess our present trading patterns. The 
record shows that the United States, the world’s greatest 
trading nation, is currently devoting most of its atten- 
tion in foreign commerce to swapping manufactured 
products with its industrial allies—in other words, the 
countries that least need our help—while offering rela- 
tively few new opportunities to the lesser developed 
nations that need help most.” 
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ence, Chicago, IIl. 


b) 


convention, Chicago, IIl. 


vention, Des Moines, Iowa. 


Thursday—31 APRIL Saturday—2 Sunday—3 
Pennsylvania Gas Associa- Friday—1 American Institute of Nuclear Engineering Con- 
ion begins distribution Architects will hold annual gress begins, New York, 

pan ¢; . sc : " 
meeting, King of Prussia, Maryland Utilities Asso- rah ae N. Y. 
Pa. ciation begins annual spring a ee 
business meeting, Balti- saaaaaci 
more, Md. 
Monday—4 Tuesday—5 Wednesday—6 Thursday—7 
Edison Electric Institute National Association of Towa Telephone Association American Water Works 
begins annual sales confer- Broadcasters begins annual ends two-day annual con- Association, New York 


Section, ends three-day an- 
nual meeting, Binghamton, 


NOY; 





Friday—8 


Florida-Georgia Gas Asso- 
‘iation begins convention, 
Palm Beach, Fla. 


Saturday—9 


Nebraska Telephone Asso- 
ciation will hold annual 
convention, Omaha, Neb. 
Apr. 19, 20. Advance notice. 


Sunday—10 


Institute of Investment 
Banking begins annual ses- 
sion, Philadelphia, Pa. 


Monday—11 


Pacific Coast Electrical As- 

sociation begins administra- 

tive services conference, 
Pasadena, Cal. 
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Tuesday—12 


*etroleum Industry Elec- 
rical_ Association - Petro- 
um Electrical Suppliers 
Issociation begin annual 
‘onvention, Kansas City, 
Mo. 





Wednesday—13 


American Public Relations 

Association begins confer- 
White Sulphur 

Springs, W. Va. 


ence, 





Thursday—14 


Indiana Gas Association 

will hold meeting, French 

Lick, Ind. Apr. 21, 22. 
Advance notice. 





Friday—15 


National Sales Executives- 

International, Finance and 

Executive Committee, be- 

gins meeting, Minneapolis, 
Minn. 





































Courtesy, Public Service Company of Oklahoma 


Cat Driver Stretches 66,000 Volts 


This caterpillar tractor is pulling in conductor on a new 66,000-volt electric trans- 
mission line to connect a substation in Broken Arrow with another line in 
Tulsa for the Public Service Company of Oklahoma. 
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The Brass Tacks of the 
ICC Administrative Problem 


By the Honorable ANTHONY F. APRAIA* 


Member, Interstate Commerce Commission 


Over the years the ICC has proved itself a sound arbiter of transportation 

problems. But today it needs a regulatory tune-up. Reason? Adjudicatory 

and other duties have increased enormously both in complexity and scope. 

Time-consuming administrative work has become incompatible with the com- 

mission's quasi-judicial and quasi-legislative functions. One solution would be 
the creation of a full-time administrative head within the agency. 


RANSPORTATION regulation is now, 

and will for some time be generally 
accepted as a necessary function of 
government. Two aspects of it are pres- 
ently under official inquiry and study. 
First, its scope, and, secondly, its effec- 
tiveness and efficiency. In other words, 
the answers to two questions are being 
sought: How much regulation do we 
need, and how should it be administered? 
Perhaps the two topics cannot be com- 


*For additional personal note, see “Pages with 
the Editors.” 


pletely separated, but I shall confine this 
article to the subject of the federal regu- 
latory machinery. As a preliminary ob- 
servation, I will say that the present total 
cost to the taxpayers for the regulation 
of surface transportation is modest. 
Hence, assuming that government control 
will continue, the real question is, how 
can we get the most and best results for 
that cost? 


H . XPERTs in and out of government have 
for some time given this subject con- 
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siderable attention. In fact, in the last 
thirty years there have been 22 official 
investigations dealing primarily or exclu- 
sively with the organization of the Inter- 
state Commerce Commission. This num- 
ber does not include those now under way. 
In addition, there have been many inde- 
pendent studies by outside experts. From 
such sources have come numerous pro- 
posals for the reorganization of federal 
transportation functions. These proposals 
differ widely in extent and practicability. 
Some would go to extremes. To a few, 
the so-called “independent agency,” in 
spite of what the courts have said, is ex- 
traconstitutional. They would abolish it 
entirely. Others belong to the standpat, 
negative school—they resist any change. 

These extremists live in the past in 
varying degrees. Those who consider the 
independent agency as a “headless fourth 
branch of the government” resort, in part, 
to conditions prevailing during the reign 
of James the First of England and the 
eighteenth century to support their thesis. 
On the other hand, the standpatters give 
no weight to the massive economic and 
technological changes which have revolu- 
tionized transportation in the last quarter 
century. 


I DO not question the sincerity of any of 
them. But sincerity is not the issue. 
Sincere men can be wrong, as history has 
repeatedly shown. Our concern is with 
reality, not with theorems; with utility, 
not abstractions. What we need first are 
the facts—a particularized analysis of the 
present operations. Then, and only then, 
can we evaluate necessary changes. Now, 
what are the facts? 

Although the Interstate Commerce Act 
has seen major amendment from time to 
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time, the commission’s organizational 
structure has remained essentially un- 
changed since its formation. True, in 1952 
the Senate hired an outside group of man- 
agement experts who made some recom- 
mendations in what was known as the 
“Wolf Report.” This resulted in some 
functional realignment of bureaus within 
the agency and the creation of the office 
of managing director, whose duties are 
prinicipally of the “housekeeping” type, 
but the commission still remained the 
repository of an assortment of duties and 
the horizontal layers of authority re- 
mained undisturbed. 

Until 1935, with slightly over 100 
class I railroads and several hundred 
short-line and switching railroads within 
its jurisdiction, the combination of quasi- 
legislative, quasi-judicial, and administra- 
tive functions in one agency was man- 
ageable. At that time transportation prob- 
lems were homogeneous and limited. 


A New Era Began in 1935 


peal changes began with the Motor 
Carrier Act of 1935. This and sub- 
sequent legislation not only added to the 
adjudicatory burdens, but thrust an un- 
precedented volume and variety of duties 
upon the commission. 

Before motor carriers were regulated, 
the administrative chores—for example, 
those relating to safety, locomotive in- 
spection, service, compliance, accounts, 
annual reports, investigations, and statis- 
tics—were incidental and closely related. 
The policing job was likewise limited— 
a railroad’s operating rights were not re- 
stricted as to commodities, and its terri- 
torial authority could hardly be violated 
—it ran on fixed tracks between fixed 
points. None of the complications arising 
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The Administrative Step Would Not Be Irrevocable 


— duties which are essentially managerial or ad- 
ministrative, so-called ‘line functions,’ can best be 
performed by a single administrator. They require direct 
action and responsibility. Therefore, some means should 
be found to separate them from the commission. This can 
be done by a vertical division of the commission into two 
separate bodies: one to take over the administrative job 
and the other to retain the quasi-judicial and quasi- 
legislative work. Such a plan would preserve the experi- 
ence and advantages of the present system without 
disruption and expense; it would require minor adjustment 
and, even if it were imperfect, could be tried without 
being irrevocable. As a transitory step, the administrative 
operations could be assigned exclusively to one of the 





= = 


out of ambulatory operations of motor 
carriers existed. These complications were 
made worse by certificate restrictions of 
territory, routes, commodities, and serv- 
ice. The tariff filings of railroads were 
few in number as compared with those 
now filed for 18,000 or more motor car- 
riers of various classifications, water car- 
riers, and freight forwarders. There were 
no insurance requirements for railroads. 
Their equipment was more standardized 
and there was more uniformity in safety 
appliances, equipment, and operations. 


a did not require extensive 

commission supervision over hours 
of service, keeping of logs, and minimum 
qualifications of hundred of thousands of 
drivers, It was not necessary to police 
passenger bus requirements, brokers’ li- 
censes, shippers’ associations, and illegal 
public transportation. To add further to 
this list of administrative burdens, the 
commission became responsible for the 


commissioners who could be freed of other duties." 


safety of operations of millions of trucks 
engaged in interstate commerce, even 
though they are exempt from economic 
regulation, or are privately operated. 

As a matter of fact, as of now, of the 
2,286 people employed by the commission, 
1,429, or 62.5 per cent, most of them in the 
field, are chiefly engaged in purely admin- 
istrative duties which have little or no re- 
lation to the quasi-legislative and quasi- 
judicial functions which are, and should 
be, the commission’s principal concern if 
the shipping public is to be protected and 
the national interest in the economic 
soundness of public transportation is to 
be preserved. 


Commission Efficiency 


,. yegeens the work of the commission 

is split along functional lines by 
bureaus, the responsibility of the com- 
missioners at the top is not and cannot, 
under the present system, be so divided. 
Therefore, the underlying issue in the in- 
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vestigations and studies directed toward 
the improvement of efficiency of the com- 
mission, whether recognized or not, is: 
Is it practical and realistic for a body of 
eleven men to effectively manage such 
extensive administrative tasks and, at the 
same time, properly perform their ad- 
judicatory functions? 

In addition to the fact that some of 
these duties are somewhat incompatible, 
there is necessarily an inordinate drain on 
the time of the commissioners and diver- 
sion of attention and energy from the 
functions for which a commission-type 
organization is essentially adapted and 
needed. But of greater moment is the or- 
ganizational monstrosity presented when 
eleven commissioners must somehow find 
the time, in between the heavy work load 
of deciding cases, to meet, deliberate, and 
agree to take action necessary to give 
efficiency and direction to such completely 
administrative operations as I have men- 
tioned. 

One might as well expect a quarterback 
in the huddle to get a majority vote of the 
eleven men on a football team before put- 
ting the ball into play. The commissioners 
do the best they can, but the very cum- 
bersomeness of majority approval as ap- 
plied to these purely administrative mat- 
ters makes it difficult to get action at all, 
since everybody’s business shortly be- 
comes nobody’s business, and nothing is 
so frustrating as the eternal hanging on 
of an incompleted task. 


HE public and the Congress properly 
expect the commissioners, not staff 
people, to account for every commission 
action. The amount of time they must 
spend in answering mail, preparing regu- 
lar and special reports, giving formal 
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testimony on matters such as inadequate 
supply of cars, accidents, violations, ac- 
counting rules, safety, and administrative 
efficiency, etc., sometimes reaches extraor- 
dinary proportions. Commissioners are 
held answerable too for the action, or lack 
of action, of the staff wherever located or 
whatever its duties. 

Without question, matters which in- 
volve the determination of “reasonable 
rates,” “public convenience and neces- 
sity,” “unjust discrimination,” “consist- 
ency with the public interest,” reorgani- 
zations, the propriety of securities’ issues, 
and the many sections of the act which 
require the establishment and interpre- 
tation of statutory policy, are functions 
which justify the judicial type of ap- 
proach and composite judgment. 

To develop rules and regulations cov- 
ering uniform accounting, safety, filing 
of reports, and related activities, however, 
requires information, education, consul- 
tation, and negotiation in the first in- 
stance. It is only after such methods fail 
to produce a rule or regulation which will 
serve public purposes that the true quasi- 
legislative function comes into play. It is 
then that a hearing or representations by 
all sides are necessary. If a new rule, or a 
change in a rule proposed by a bureau, is 
not accepted, the commission, in the capac- 
ity of an independent, impartial agency 
resolves the problem. 


Administrative Head Needed 


+ the rules, regulations, or stand- 
ards have been set, however, the 


duty of administering inspection, supply 
of cars, compliance with insurance re- 
quirements, compliance with hours of 
service, maintenance of drivers’ logs, in- 
spection of safety appliances and equip- 
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ment, filing of reports, checking accounts, 
keeping of statistics, investigation of vio- 
lations, and enforcement is a straight-line 
managerial and administrative job re- 
quiring clear-cut action. For this job, one- 
man management would be more appro- 
priate and more effective. 


Duties Have Changed Considerably 


HE adjudicatory functions of the 

commission have become of such 
complexity and magnitude that they allow 
little time for other tasks. They were 
enormously increased by legislation be- 
tween 1935 and 1958. The Motor Carrier 
Act of 1935 immediately involved a flood 
of processing over 80,000 “grandfather” 
certificates for operating authority, plus 
the ever-continuing stream of applications 
for new authority since that time. 

The Transportation Policy of 1940 
changed the entire theory of regulation. 
Until that time the function of the ICC 
was mainly to protect the public against 
unreasonable or discriminatory rates. 
With the regulation of competitive trans- 
portation services and the adoption of the 
policy, in addition to its original function, 
the commission was required to maintain 
healthy competition among carriers of 
all kinds while preserving the inherent 


advantages of each. Because of intense 
competition, the volume and complexity 
of rate, operating rights, control and 
merger, and other proceedings increased 
enormously. 


A™ statistics will illustrate the changes 

in the work load. To use only the 
most important categories of matters in- 
volving economic interest of the public 
and the carriers as an illustration: In 
1934, there were only 61 proceedings au- 
thorizing extension of operating rights 
of railroads. In 1958, there were 3,895 
proceedings for operating rights of all 
kinds, not including 3,999 applications for 
temporary authority. In 1934, there were 
127 investigation and suspension rate 
cases; in 1958, there were 1,865 I&S pro- 
ceedings. In 1934, there were only 18 
proceedings involving the acquisition, 
consolidation, or control of carriers. In 
1958, there were 1,425 matters of this 
type. 

Recent legislation further increased the 
work load. The rollback of exempt com- 
modities with “grandfather” rights, the 
redefinition of contract carriage, the ju- 
risdiction over discontinuances of passen- 
ger services, and the government guar- 
anty of private loans to railroads created 


The Main Issue 


4s 


LTHOUGH the work of the commission is split along functional 


lines by bureaus, the responsibility of the commissioners at 
the top is not and cannot, under the present system, be so divided. 
Therefore, the underlying issue in the investigations and studies di- 
rected toward the improvement of efficiency of the commission, 
whether recognized or not, is: Is it practical and realistic for a body 
of eleven men to effectively manage such extensive administrative 
tasks and, at the same time, properly perform their adjudicatory 

functions?" 
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another batch of matters requiring ad- 
judication. 


Some Incompatible Responsibilities 


A example of the incompatibility of 
the position of the commission arises 
out of its responsibility in connection 
with the government guaranty of loans. 
The commission must, by law, determine 
whether an applicant railroad is eligible 
for a government guaranty of a loan from 
private sources. Whether the applicant is 
qualified by the standards set by Congress 
for such assistance is a true quasi-judicial 
determination. 

However, experience has shown that 
the commission also is placed in the posi- 
tion of being the contracting party for 
the government. It must prepare, negoti- 
ate, and sign the guaranty agreement, and 
supervise the loan. It administers the pro- 
visions of the loan and guaranty agree- 
ment, has the power to alter and extend 
the loan terms, declare a default if neces- 
sary, accept the collateral, and pass upon 
it when default occurs. Although the situ- 
ation has not yet arisen, I would assume 
that the lenders would expect the commis- 
sion to obtain the necessary appropriation 
from Congress in the event of a default. 
These are not adjudicatory tasks. 

Is it appropriate that the commission 
be required to fill the rdle of an interested 
party, when it must adjudicate matters 
which may vitally affect the economic 
interests of a railroad loan applicant dur- 
ing the life of the loan? Suppose, further, 
the railroad should wind up in bankruptcy 
—the commission would be required to 
pass on a plan of reorganization in which 
it, as a party participant, was responsible 
for the creditor status of the United 
States government. It is not only an in- 


MARCH 31, 1960 


consistent rdle but, frankly, downright un- 
comfortable. 


What’s the Answer? 


N what does all this mean? It 
means simply that the heavy de- 
mands of the commission’s attention and 
time for purely administrative duties not 
only serve to impede the efficient exer- 
cise of adjudicatory functions, but that 
failure to distinguish between the two has 
given some color to the insinuation of 
those who would scuttle independent 
agencies that administrative law has de- 
generated into “administrative lawless- 
ness.” 

Confronted as we are with this situa- 
tion—what course of action should be 
taken? 

The answer, in my judgment, will not 
be found in the attitude of the apologists 
for the status quo nor of those critics 
who, thinking only in terms of the strict 
concepts of the pure judicial process, 
would scrap the entire system by dividing 
the functions of the commission among 
several new agencies and courts. 

The use of courts for the job of regu- 
lating transportation, in my judgment, is 
unworkable. Modern conditions require 
tools that are more flexible than detailed 
legislation enforced by formal judicial 
process. The commission, as an independ- 
ent agency performing a blend of quasi- 
judicial, quasi-legislative functions, has 
become a necessary instrument of govern- 
ment. As such, it is characterized by flexi- 
bility, relative informality, and is inex- 
pensive and simple in its application. 
However, to insure its workability, this 
basic function should be freed from the 
inpediment of duties which have become 
incompatible with its primary job of pro- 
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Law Changes Have 
Increased 


the Commission's Work 


— adjudicatory functions of the commission have become of such com- 
plexity and magnitude that they allow little time for other tasks. They 
were enormously increased by legislation between 1935 and 1958. The Motor 
Carrier Act of 1935 immediately involved a flood of processing over 80,000 
‘grandfather’ certificates for operating authority, plus the ever-continuing 
stream of applications for new authority since that time. The Transportation 
Policy of 1940 changed the entire theory of regulation. Until that time the 
function of the ICC was mainly to protect the public against unreasonable or 
discriminatory rates. With the regulation of competitive transportation services 
and the adoption of the policy, in addition to its original function, the com- 
mission was required to maintain healthy competition among carriers of all 


kinds while preserving the inherent advantages of each.” 


tecting users and preserving the economic 
values of transportation in the national 
and public interest. 

What then is the alternative? Stub- 
born uncritical acceptance of the present 
organization solves nothing. Nor will its 
solution be advanced by sensational, gen- 
eralized headline-making attacks on all 
independent agencies, on the erroneous 
assumption that their functions, processes, 
and burdens are alike. 


No Drastic Reforms Required 


I AM not intimately acquainted with the 

specific problems of other administra- 
tive agencies and, from some of the com- 
ments others have made about the ICC, 
it is obvious that those who speak con- 
cerning us have only superficial knowl- 
edge of ours. The one thing which I do 
know is that in the light of substantial 
differences in the work load, distribution 


of functions and statutory objectives, 
those who would apply a bludgeon instead 
of a scalpel to cure the unspecified ills of 
all administrative agencies are as danger- 
ous as the curbstone doctor. They, in 
effect, urge conformity for conformity’s 
sake. Yet, the greatest inequality results 
in trying to equalize the unequal, and the 
graveyard of progress is conformity. 

If what I propose for the ICC is not 
spectacular, it is because the defect itself 
is not obscure or complicated. In my 
opinion, we can preserve the broad, flexi- 
ble advantages of the ICC as an independ- 
ent agency by a simple excision. 


HOSE duties which are essentially 
managerial or administrative, so- 
called “line functions,” can best be per- 
formed by a single administrator. They 
require direct action and responsibility. 
Therefore, some means should be found 
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to separate them from the commission. 
This can be done by a vertical division of 
the commission into two separate bodies: 
one to take over the administrative job 
and the other to retain the quasi-judicial 
and quasi-legislative work. Such a plan 
would preserve the experience and ad- 
vantages of the present system without 
disruption and expense; it would require 
minor adjustment and, even if it were 
imperfect, could be tried without being 
irrevocable. As a transitory step, the ad- 
ministrative operations could be assigned 
exclusively to one of the commissioners 
who could be freed of other duties. 


Solution Not a New One 


I MAY add that my suggestion is not new 

or original. In fact, it was first made 
thirty years ago by a committee of the 
National Industrial Traffic League, an old 
established organization which represents 
all of the shippers of the United States. 
The majority of the committee favored 
dividing the ICC into two bodies; one for 
the control of rates, etc., and one for the 
control of facilities. If it was a valid judg- 
ment under conditions prevailing then, it 
should be more than valid now. 

Those who would destroy administra- 
tive agencies would have us believe that 
there is something fundamentally wrong 
in the delegation of quasi-legislative 
duties to such agencies. Now, I do not 
mean to imply that the agencies have not 
made mistakes, that their judgment is in- 
fallible, or that there is not room for im- 
provement. So long as the affairs of men 
are run by men and not machines, this is 
inevitable. 


oo. their criticism sounds 
petulant, carping, and artificial. I 
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hate to say this but I shall tell you why 
I think so. Every decision of the commis- 
sion touches the pocketbook and the emo- 
tions of someone—not remotely, but di- 
rectly. It may be a carrier or a group of 
carriers, a shipper or an entire industry, 
a form of transport or all of the trans- 
portation industry. They could and do 
disagree, at times vigorously and bitterly, 
with our decisions. While some want more 
regulation and others less, none of them, 
to my knowledge, want to change the 
commission-type agency. Can it be that 
they harbor such sentiment and are un- 
able or unwilling to give it expression? It 
is hardly likely. 

Nowadays every conceivable activity in 
our economy is highly organized. There is 
no industry or trade that does not have a 
powerful association to speak for it; 
scarcely any part of our economic life is 
not represented in this fashion, from scrap 
iron dealers to florists. The segments of 
the transportation industry are similarly 
organized. These associations can speak 
for individuals and preserve the anonym- 
ity of their members. They are informed, 
alert, capably staffed, and vocal. It is 
improbable that they would permit coer- 
cive tactics, official abuse of power, arbi- 
trary intervention into private business, 
and improper decisions to prejudice the 
interests they represent. 


HE interests of all these groups are 

in sharp conflict in matters coming 
before the commission. A decision, at 
times, can hurt some of them to the tune 
of millions of dollars. Would such power- 
ful associations, including labor, industry, 
shippers, farmers, taxpayers, chambers of 
commerce, public officials, practitioners, 
and motor carrier lawyers, long tolerate 
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the exercise of control over the affairs 
of their members by a bumbling, inept, 
arbitrary, or illegal bureaucracy? Are 
those who are vitally affected clamoring 
for the abolition of the commission? 
There is no such evidence. 

The Supreme Court of the United 
States has upheld this delegation of power 
repeatedly. 


ICC Has Stood Test of Time 

Bb heene who practice before the ICC are 
satisfied with the fairness of its pro- 
cedures. In fact, they themselves have 
helped to formulate them through the 
years. Although the ICC disposed in 1958 
of more cases on the merits than all the 
civil cases decided during the same period 
by all the federal courts of the United 
States combined, out of 44 cases appealed 
to the courts in the fiscal year 1959, the 
commission was reversed in only 16 per 
cent. By comparison, federal district 
courts have been reversed in 23 per cent 
of the cases appealed to the circuit courts. 
Until recently, all the attacks of those 
who would jettison the independent agen- 
cies have been from people who had lit- 
tle contact with them. On September 10, 
1959, Louis J. Hector, who had a short 
experience with the Civil Aeronautics 
Board, quit with a dramatic valedictory 
which got considerable publicity. He 


claims that the problems of the CAB are 
“born of the very concept of the inde- 
pendent administrative commission.” I 
cannot agree with him that the machinery 
regulating the economics of transporta- 
tion should be uprooted for some untried 
substitute. You do not tear down a struc- 
ture which is essentially sound. If there 
are defects, you repair; if there are in- 


sects, you fumigate. 
I CONCEIVE it to be the duty of a public 
officer to explain the strengths and 
weaknesses of our regulatory processes, 
not on the basis of pique or personal phi- 
losophy but on the basis of facts and 
logic so that those who must be served 
can make a necessary evaluation. In my 
experience of many years, as a transpor- 
tation student, practitioner, and member 
of the commission, the only substantial 
complaint I have met is that of delay. 
Delay is due to congestion ; many courts 
also have delay. Delay cannot be cured by 
further constipating the functions of gov- 
ernment by added bureaucracy ; or by sub- 
stituting cumbersome, impractical ma- 
chinery of three or four separate overlap- 
ping agencies for the work now per- 
formed by the commission. Businessmen 
are realists. They want decisive and 
prompt action, since plans involving con- 


Delay Is Worst Complaint 


Adding It All Up 


“NI OW, what does all this mean? It means simply that the heavy 

demands on the commission's attention and time for purely 
administrative duties not only serve to impede the efficient exercise 
of adjudicatory functions, but that failure to distinguish between the 
two has given some color to the insinuation of those who would 
scuttle independent agencies that administrative law has degener- 


ated into ‘administrative lawlessness. 
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siderable investment often depend upon 
them. They do not want more red tape, 
delay, and the opportunity for pettifog- 
ging. 

As a matter of fact, the complicated 
setup proposed by some could drive a 
businessman to desperation. 


In Summation 

HAVE tried to give only a general out- 

line of the appropriate separation of 
functions. It may be that, although an- 
nual and other reports of carriers and 
the supervision of accounts, etc., are ad- 
ministrative, the economic experts and 
the cost study experts now with such bu- 
reaus should remain within the commis- 
sion. It is quite possible. I am not, within 
the limits of this article, trying to de- 
lineate a detailed plan. 

This proposal does not, of course, in 
any way preclude the improvement of pro- 


cedures and processes of regulation which 
the commission is actively and energeti- 
cally pursuing. On the contrary, it would 
encourage and promote such improvement 
by affording the commissioners the time 
necessary to devote to such ends without 
the diversions and distractions they now 
face. 

New demands on transportation arise 
constantly in a dynamic economy. No one 
can deny that the nation’s economic and 
military requirements make its public 
transportation more and more indispen- 
sable. To the extent that the ICC can con- 
tribute to giving vigor and dynamism 
to our transportation system, this is a 
full-time job. In the face of indicia that 
our present transportation media must 
move fast to match the expanding needs of 
this nation, I wonder if we have any 
choice in the matter of tuning up its 
regulatory machinery. 





Blames Compulsory Unionism 
SITTHE steel settlement on the union bosses’ terms will add more than a 
billion dollars a year to the cost of steel production. According to all 
informed commentators, this gigantic bill will be passed along, sooner or later, 
to the public. It always has been before. 

"When that occurs, the blame must be placed squarely where it belongs— 
on a system of compulsory union membership which reduces American wage 
earners to the inglorious réle of stooges for self-seeking union bosses in their 
unrestricted race for personal power. 

"The settlement was a definite political victory for the power of the steel- 
worker bosses who had forced 500,000 union members into their longest strike 
in history when according to all opinion polls the vast majority wanted no 
strike at all. 

"But it is certainly not a good settlement for the public, which must pay 
the bill, or for the workers who in addition to sharing that cost, will never re- 
cover the income lost during the strike. The wife of a steelworker told us 
recently that 'no steelworker ever makes up the amount of money lost during 
a strike. From one strike to the next it isn't possible.’ "' 


—W. T. HARRISON, 
President, National Right to 
Work Committee. 
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Gas Confusion, Unlimited 





By ARTHUR K. LEE* 


So much confusion dominates the regulation of gas that it is generally agreed 

that something must be done to eliminate it. The FPC has urged that some- 

thing similar to the Harris Bill be enacted. Secretary Seaton said the gas in- 

dustry should take the lead in protecting the interests of consumers. Clarify- 

ing legislation by Congress must be forthcoming in order to devise more 

equitable methods of producing, pricing, and selling gas both to the individual 
consumer and to industry. 


HE present hopelessly confused posi- 
tion of gas regulation has convinced 
me that this condition will continue 
to worsen until the industry realizes that 
the demand for gas for residential and 
superior industrial uses is seasonal, that 
winter sales of gas itself based upon field 
prices and of its transportation to the user 
are separate services and must be separate- 
ly regulated, but that summer sales under 
the cover of separate regulation can be 
made competitive with other fuels. 
Our government for many years has 
been subsidizing farmers to raise products 
and in every farm community are stored 


*Chairman of the board, United Cities Gas Com- 
pany, Chicago, Illinois. For additional personal note, 
see “Pages with the Editors.” 


large quantities which the market cannot 
absorb at the subsidized price, notwith- 
standing large foreign give-away and 
charity programs. Twenty-two million 
families are likewise subsidizing the “rais- 
ing” of 40 per cent of the gas sold through 
interstate pipelines, for almost all of which 
there is and can be no economic storage 
and which should be left where it has been 
stored for millions of years unless the 
users are willing to pay their fair share 
of both production and transportation to 
market. 


r my opinion four major changes are 
needed to deflate this magnifying con- 
fusion: 


MARCH 31, 1960 





PUBLIC UTILITIES FORTNIGHTLY 


Propucers should voluntarily or 
® through regulation in the public and 
conservation interest rescind or modify 
contracts which compel pipelines to take 
or pay for in the summer months quanti- 
ties nearly as great as their maximum win- 
ter requirements. In this they should be 
protected against gas migration by ade- 
quate prorationing laws. 


Wirnout “take or pay” summer ob- 

* ligations, pipelines can voluntarily 
(or must through regulation) discard the 
presently used two-part and similarly 
charged “tilting” rates. They may charge 
for firm gas at a rate reflecting only the 
actual average field cost thereof, plus an- 
other charge for transportation, the real 
business for which pipelines like railroads 
exist. To attract and serve those consum- 
ers whose uses cannot afford the full firm 
cost, a proper interruptible transportation 
reduction of say 25 per cent or even 334 per 
cent can be allowed. Such reduced charge 
should at least compensate the pipelines for 
a reasonable portion of actual operational 
and investment costs, instead of the free 
or pittance charges now existing and di- 
minishing. Pipelines can then offer to their 
producers on a pro rata basis for summer 
gas the highest rate, above their transpor- 
tation charge, their present and prospec- 
tive customers are willing to pay. Thus 
competition between fuels for industrial 
business, now absent, will be established. 


DircEct sales by pipelines to consum- 

® ers should be made jurisdictional by 
Congress. Pipelines in 1958 sold 1,516 
million Mcf direct to consumers. Under 
the Natural Gas Act the Federal Power 
Commission has no jurisdiction over these 
sales, and while they are supposed to pay 
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actual costs, profits from these sales are 
independent, unaccounted for revenue for 
pipelines. These sales varied only slightly 
during each month of 1958 (and recently 
previous years). In other words, profits 
from such sales, at rates no less than for 
other firm gas, should become another por- 
tion of the overall fair rate of return. 


4 THE Congress should amend the Nat- 
¢ ural Gas Act to establish principles 
under which the Federal Power Commis- 
sion can alleviate the present log jam on 
producer rate cases. Thirty-five firms pro- 
duce two-thirds of the gas bought by in- 
terstate pipelines, less than 1,000 produce 
98 per cent, and about 4,500 produce the 
other 2 per cent. The Supreme Court de- 
cided June 7, 1954, that Congress intended 
producers to be subject to the Natural Gas 
Act, which meant that their charges must 
be “fair and reasonable.”’ Since then the 
court has decided that in judging rates, 
costs must first be considered. 

It is possible that the Federal Power 
Commission might individually consider 
the cases of the 35 largest producers and 
possibly a few of the 1,000, but it is 
manifestly impossible for any commis- 
sion to do much more. Consequently, in 
fairness to both the producers and con- 
sumers (who ultimately pay these costs), 
some fair price plateau must be established 
under which prices can have more or less 
automatic approval. 


Thoughts on Two-part Rate 


pe in this article, I am presenting a 
table in which I have attempted to 
show as closely as possible the quantity, 


1 Phillips Petroleum Co, v. Wisconsin (1954) 347 
US 672, 3 PUR3d 129. 











field cost price, and revenue therefrom by 
ultimate uses, of all gas passing through 
interstate pipelines in 1958. Under the 
two-part rate distributors are being forced 
to pay for transportation of gas sold resi- 
dential consumers three times as much as 
for the same quantity of interruptible in- 
dustrial gas. 

A few definitions of gas nomenclature 
and explanations of terms and the two- 
part rate will contribute to a better under- 
standing of the present picture. 

Quantity of heat is expressed by use 
of the British thermal unit (Btu). Each 
cubic foot of gas, with some variation, 
contains 1,000 Btu’s, 100 cubic feet of 
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How to Compute a Gas Price 


1,000 Btu gas equals one therm and 1,000 
cubic feet is one Mcf. Purchase of firm 
gas means that seller agrees, in the case of 
residences, to furnish all normal require- 
ments at any time and in the case of in- 
dustry all requirements up to a maximum 
volume per hour or day. Purchase of in- 
terruptible gas means that purchaser must 
install auxiliary equipment so that upon 
agreed notice he can discontinue the use 
of gas until otherwise advised. 


T is pretty generally agreed that residen- 
tial use for cooking, water heating, re- 
frigeration, and space heating is the su- 
perior use of gas, that commercial use is 


a should be an easy matter for every pipeline to calculate the transporta- 

tion rate on all gas sold, which, excluding interruptible, would equal its 
present gross profit from those sales, and, with approval of the Federal Power 
Commission, apply those rates. The increased return on direct sales, when 
made jurisdictional, will more than cover the loss on sales of interruptible gas, 
if it is all lost, which it will not be, because pipelines could be allowed to offer 
a 25 per cent discount on all interruptible sales, under proper reporting, and 
if producers desired to continue these sales a like or larger discount on inter-- 
ruptible gas would undoubtedly hold the business. A 25 per cent discount 
each by producer and pipeline, would deliver interruptible gas on the basis. 
of 1958 table prices at 25 cents per Mcf and if an industry cannot pay actual 
costs, plus a small distributor's profit, the sale should not interest the pipeline, 


the producer, or the distributor.” 
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equally superior, that firm industrial, es- 
pecially for superior purposes, is a su- 
perior use but that interruptible use where 
other forms of fuels can be used at the 
same or a lower price is an inferior use. 


HE two-part rate was installed when 

gas was being flared or otherwise 
wasted because there was no market for 
it and in the hope that when the gas from 
a certain structure was exhausted, oil 
would be found in lower strata. It was at 
first used entirely to force distributors to 
seek industrial markets, no matter how 
small the profit to pipeline or producer, 
for a by-product of the search for oil, 
which would otherwise have brought at 
most one or two cents per Mcf for carbon 
black production. 

The rate consists of two parts, one 
designated “commodity” and the other 
“demand.” The first represents the cost 
of the quantity delivered, the second a 
monthly charge for the space needed to 
carry the highest daily use during the 
year. Between the two a middle area of 
operating costs was divided on a somewhat 
hit-or-miss basis at first, but later by the 
Seaboard decision a formula was estab- 
lished, largely 50-50. Since 1954 the mid- 
dle area has been developing rapidly into 
a one horse for demand and one rabbit 
for commodity formula. (‘“‘Tilting’’ it is 
now called.) Because interruptible gas 
pays no part of the “demand” charge, the 
residential customer pays nearly all the 
transportation charges for both himself 
and the interruptible customer. 


An Example of Gas Pricing 


ee taking a look at the table I have 
prepared, I think it will give the gas 


MARCH 31, 1960 


layman a better preparation to digest the 
figures for interstate gas movement of the 
nation as a whole to follow as an example 
some of the transactions relating to this 
phase of its activities by one of the major 
pipelines, the Tennessee Gas Transmission 
Company (TGT), selected because it 
transported in 1958 10 per cent of all 
interstate sales—it is one of three lines 
serving the Pennsylvania, New Jersey, and 
New York areas whose competition with 
each other for low-priced industrial sales 
in that area is greater than it is with coal 
and oil—and because its transactions pro- 
vide perhaps the best illustration of the 
practices I wish to bring to your attention. 


GT, as it is generally designated, was 

organized or bought by the Chicago 
Corporation in the late forties to provide a 
market, primarily in the Pittsburgh area, 
for large reserves of Texas gas, previously 
developed in a search for oil. When it 
appeared that ownership of the pipeline 
might limit its gas field earnings to rates 
allowed pipelines, the pipeline was sold 
to the general public. Quoting Forbes 
magazine of March 15, 1958, “The $41.2 
million operating revenues of Tennessee 
Gas Transmission in 1949 increased 660.2 
per cent by last year (1957) while profits 
showed a gain of 341.3 per cent. And Ten- 
nessee’s common stock rose even faster 
than profits, climbing 262.5 per cent at 
its high of last year.” Some time after 
the divestment by Chicago, most, if not 
all, of its contracts for the sale of gas to 
TGT were renegotiated with substantially 
increased prices. Contract renegotiation, in 
the gas industry in recent years, has al- 
ways meant a price increase. Its usual ex- 
cuse is “favored nation” or other escala- 
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tion clauses and in many cases signing of 
contracts for additional gas reserves. 


GT continued to expand and entered 

into competition with Texas Eastern 
and Transcontinental for the New York 
and New England markets. In 1957 it 
signed a contract with four large oil com- 
panies, known as CATCO, operating in 
the edge of the Gulf of Mexico, for the 
largest reserve ever bought in one con- 
tract, estimated at a minimum of 1.5 tril- 
lion and a maximum of 6 trillion cubic 
feet. The price was to be 22 cents plus 
state tax, now between 1 cent and 2 cents, 
and escalating to 35 cents in four- or five- 
year steps. A majority of the Federal 
Power Commission finally approved this 
contract, first, because TGT said it badly 
needed the gas supply for its customers 
and, second, because CATCO threatened 
to start negotiations for intrastate sale. 
How transparent this latter threat should 
have been is evidenced by the fact that 
even after general increases, all the gas 
sold for industrial use in Louisiana 
through utilities in 1958 received at retail 
only a price of 18 cents. In Texas the av- 
erage, including retail sales, was only 17 
cents. 


The Supreme Court has remanded this 
contract to the commission a second time 
for rehearing as to cost but in the mean- 
time the necessary lines have been built 
and authorized quantities up to 240 mil- 
lion cubic feet are being delivered and paid 
for daily at 23 cents plus, by TGT and its 
customers. Quoting from Petroleum 
Week of February 5, 1960: “The offshore 
operations of the CATCO group—Con- 
tinental, Atlantic, Tidewater, and Cities 
Service—may be in the black in 1960. 
That’s the estimate of George F. Getty IT, 
president of Tidewater. He predicted that 
a speed-up in offshore production and an 
increase in revenues make it likely that 
the ‘present investment will pay out in 
four or five years.’ ”’ Does that mean 20 
per cent to 25 per cent per year, including 
liquidation of investment? 


|. ion the approval of this purchase or 

coincident therewith, TGT decided 
that it wished to purchase quantities of 
gas in Canada, form a subsidiary, Mid- 
western Gas Transmission Company, and 
through a line from a point on its main 
line near Nashville, Tennessee, to the 
Canadian border, serve the Wisconsin and 
Illinois areas, partially in competition with 


Pay Gas Incentive for Oil Exploration? 


—— Zwerdling in his April Phillips case decision subject 
to approval (still absent) of the commission said Phillips’ fair 
price of gas, after income tax, for all its properties should be 11.66 
cents per Mcf, and that that price would produce, by way of incen- 
tive in addition to regular return, 9.25 per cent. That means that 
before income tax gross earnings would be 19 per cent. If phantom 
taxes were allowed the company gross earnings would be 26 per cent 
and net earnings after income tax 16.25 per cent. This would seem to 
constitute considerable incentive. But is it good business to pay gas 
incentive for oil exploration?" 
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other lines. This application the Federal 
Power Commission rejected, but on May 
12, 1959, approved the building of a line 
from Portland, Tennessee, to Joliet, IIli- 
nois, for delivery for the three major dis- 
tribution companies of the Chicago area 
of 360,000 Mcf per day, ultimately 
700,000 Mcf per day, the initial delivery 
rate being 22 cents per Mcf for com- 
modity and $3.85 for demand. Please note 
that the commodity charge is over one 
cent per Mcf less than TGT is paying for 
much of this gas in the Gulf of Mexico. 
Why should TGT, an eminently success- 
ful company, do this? Because of CATCO 
contracts contain various “take or pay” 
provisions under which TGT must daily 
purchase or pay for a minimum quantity. 
For instance, several are “1,000 Mcf per 
day per 8 million reserve; maximum 125 
per cent of that amount.” That is the rea- 
son a Texas producer* of nearly 7 million 
Mcf in 1958, at an FPC hearing June 10, 
1959, complained that TGT cut back its 
take from him of 12-cent gas very sub- 
stantially because it was compelled to take 
high-priced Tideland gas, presumably 
some or all of it from CATCO at 23 cents. 


justification for the 22-cent 
delivery charge near Chicago, of 
course, is that average cost is less than 23 
cents. TGT’s own rate increase filings in- 
dicate that nearly all expansion which it 
has undertaken since 1954 has come from 
purchase of Louisiana gas, the average 
price of which in that period has risen 
from 9.2 cents to 22.7 cents, and in its 
most recent application the test year cost 
for all purchases is 18.2 cents, having in- 
creased 8 cents since 1954. TGT since 


2 See testimony of Mr. Lyman in G-9289, June 
8-10, 1959. 
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January, 1957, has three applications for 
rate increases pending, amounting in total 
to $70 million. Customers started paying 
the first of these July 14, 1957, the second 
May 15, 1959, and the third will become 
effective April 5, 1960. 

Thus we see that delay of two or three 
years, in pipeline rate decisions, which has 
become the ordinary rather than the un- 
usual since producer confusion has become 
so prevalent, is causing large amounts of 
unapproved increases to be paid each 
month by distributors and consumers, dis- 
location of distributor and consumer 
finances, and loss of new and present busi- 
ness because of large increases which may 
eventually have to be refunded. 


i haved let us return to the $3.85 demand 
. Charge. Because this is a monthly 
charge it amounts to approximately 13 
cents ($3.85 divided by 30) per Mcf if 
the same amount is transported 365 days 
of the year. But if the average is only 50 
per cent of the highest day, thus becoming 
a 50 per cent load factor use, that means 
the purchaser must pay 26 cents per Mcf 
for the demand charge. The Chicago com- 
munity has large industrial loads and the 
probabilities are that 40 per cent of this 
gas will be ultimately used by (a) resi- 
dential consumers, 20 per cent by (b) firm 
industrial users, and 40 per cent by (c) 
interruptible industrial users. In that case 
the Chicago distributors will pay per Mcf 
for (a) 44.75 cents, (b) 41.5 cents, and 
(c) 22 cents and the transportation charge 
for CATCO gas will be (a) 31.75 cents, 
(b) 28.5 cents, and (c) minus 1 cent. 
TGT has recently purchased the stock 
and now controls East Tennessee Natural 
Gas Company. The rate which will be ef- 
fective in Zone 2 of that system, coinci- 
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dent with TGT’s last increase, will for 
(a) above be 64.3 cents. That means that 
East Tennessee users of heating gas are 
paying TGT indirectly field and transpor- 
tation charges for an average 100 Mcf 
use of gas $19 per year more than Chicago 
users through another subsidiary twice as 
far away from main-line delivery. Is not 
this discrimination between residential and 
interruptible users in Chicago by “tilting”’ 
and also discrimination as between East 
Tennessee and Chicago by localities? The 
Natural Gas Act forbids discrimination. 


Some Other Aspects 


wl” I think you are ready to study 

the table on page 449 which I have 
compiled to set forth the end use of the 
gas purchased in 1958 by interstate lines, 
the seasonal sales to distributors for each 
class of use, costs and revenues, and finally 
the difference between costs and revenues, 
the total of which must be the total profit 
available last year from the sale of gas 
with which to pay all other expenses and 
return. There were additional profits of 
$158 million available from gas transpor- 
tation, sale of extracted products, etc., but 
these would be available irrespective of 
the practices considered in this article and 
are therefore not included. Releases by 
FPC show larger volumes by 27 per cent 
and revenues by 23 per cent than are 
shown in this table because of the inclu- 
sion of sales by some 23 primary pipelines 
to some 14 secondary lines. 

Because of the millions of residential 
and commercial consumers and the hun- 
dreds of thousands of industrial and other 
consumers, plus such things as unac- 
counted for, loss and waste, storage inac- 
curacies, faulty reports, etc, etc., it is not 
possible to construct more than a reason- 
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ably approximate report. I believe, how- 
ever, my figures are sufficiently accurate 
to give interested users of gas an under- 
standing of whether they are paying more 
than their fair share of costs and a fair 
and reasonable profit. The footnotes will 
show you how I have arrived at the cubic 
feet used by and charged to each group. 


HE importance of the table, however, 

lies in the fact that by segregation of 
charges between cost of gas and transpor- 
tation and its division of sales between 
seasons, competition between fuels and 
between pipelines becomes an actuality. It 
would manifestly create magnified con- 
fusion for the 1,111 distributors of nat- 
ural gas in 1958 to separately try to pur- 
chase their needs and then employ pipe- 
lines to transport the gas. Railways can be 
and are operated in this manner but as gas 
must be contained under pressure until it 
is used, ownership cannot be segregated. 
Pipelines should continue to buy all gas 
for all users and then, under FPC super- 
vision, bill all distributors the average cost 
including recognized expenses in connec- 
tion therewith. It might be proper to con- 
sider them as acting as agents for all their 
customers in this capacity. 


How to Compute a Gas Price 


_ should be an easy matter for every 

pipeline to calculate the transportation 
rate on all gas sold, which, excluding in- 
terruptible, would equal its present gross 
profit from those sales, and, with approval 
of the Federal Power Commission, apply 
those rates. The increased return on di- 
rect sales, when made jurisdictional, will 
more than cover the loss on sales of inter- 
ruptible gas, if it is all lost, which it will 
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Two-part Rule Hits Residential Consumer 
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— rate consists of two parts, one designated ‘commodity’ and the other 
‘demand.’ The first represents the cost of the quantity delivered, the 
second a monthly charge for the space needed to carry the highest daily use 
during the year. Between the two a middle area of operating costs was divided 
on a somewhat hit-or-miss basis at first, but later by the Seaboard decision a 
formula was established, largely 50-50. Since 1954 the middle area has been 
developing rapidly into a one horse for demand and one rabbit for commodity 
formula. ('Tilting' it is now called.) Because interruptible gas pays no part of 
the 'demand’ charge, the residential customer pays nearly all the transporta- 
tion charges for both himself and the interruptible customer." 


not be, because pipelines could be allowed 
to offer a 25 per cent discount on all inter- 
ruptible sales, under proper reporting, and 
if producers desired to continue these sales 
a like or larger discount on interruptible 
gas would undoubtedly hold the business. 
A 25 per cent discount each by producer 
and pipeline, would deliver interruptible 
gas on the basis of 1958 table prices at 25 
cents per Mcf and if an industry cannot 
pay actual costs, plus a small distributor’s 
profit, the sale should not interest the pipe- 
line, the producer, or the distributor. 


. I ‘us change, in addition to placing the 
pipeline and producer on a competi- 


451 


tive basis, will place all distributors, 
whether in small residential towns or large 
industrial cities, on the same cost basis for 
firm gas. 

They will also be on the same cost 
basis for interruptible gas if they can sell 
it at prices the producer is voluntarily 
willing to take. The price as between vari- 
ous classes of use can then be rightly fixed 
locally, subject to approval of the state 
commission, or other local authority. At 
present both the local distributor and the 
various state utility commissions have lit- 
tle latitude in varying the cost pattern laid 
down for gas purchase under the pipelines’ 
distorted two-part rate. 
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senaee note from the table that pipe- 
lines on an overall basis would be 100 
per cent employed in winter months and 
62 per cent in summer, an average of 81 
per cent, without the sale of any inter- 
ruptible gas. They would also have avail- 
able for winter safety factor, 400 million 
Mcf from storage, and this could be in- 
creased by allowing pipelines to form sub- 
sidiary storage companies, with independ- 
ent profits, which could fill storage at 
prevailing gas and transportation charges 
during the summer and deliver when 
needed at winter sales rates. 

An additional safety factor is the pur- 
chase by interstate lines of winter gas in 
near terminal states, which in 1958 ex- 
ceeded 400 million Mcf. 

I think the preceding discussion and 
table pretty well cover my points 1, 2, and 
3 above. Because of the large number of 
small producers as set forth under No. 4, 


and the impossibility of judging each on 
an individual basis, I still advocate the 
suggestions contained in my article on this 
subject in Pusiic UTILITIES ForTNIGHT- 
Ly of March 26, 1959,* and especially that 
relating to division of gas-producing areas 
into large districts. 


Length of Gas Contracts Shorten 
HEN the Natural Gas Act was 
passed a real buyer’s market existed. 

No one could conceive a reversal. Known 
recoverable reserves have increased every 
year but sales have also increased and to- 
day interstate and intrastate shipments 
plus field use amount to 11 trillion feet. 
The Federal Power Commission originally 


8“Producer and Gas Pipeline Yardsticks,” by 
Arthur K. Lee. Pusic Utiritres FortNIGHTLy, 
March 26, 1959, Vol. 63, No. 7, p. 451. 
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properly insisted on a known 20-year sup- 
ply under contract before issuing a certifi- 
cate for a new line. Today a 12-year sup- 
ply for line enlargements or extensions is 
sometimes considered sufficient. Of 
course, every pipeline wants to assure its 
own supply safety and the commission has 
properly taken the position that every con- 
tract for interstate gas, whether made for 
twelve or twenty years, is for the life of 
the recoverable reserve. 

It would probably be fair to presume 
that the average life of existing contracts 
is fifteen years, and, if that is so, disre- 
garding increasing sales, there is only an 
additional ten-year supply known to exist 
and subject to new long-term contract sale 
as of today. Of course, new gas reserves 
are being developed each year in the search 
for oil, and production authorities esti- 
mate five or more times our present re- 
serves will be available. However, they 
cannot be contracted for as of today and 
that is why we now have a sellers’ market. 


Some Price Yardstick Must 
Be Devised 


N the article above referred to I stated 
that producer rate suspensions involv- 
ing $81,988,693 were pending as of No- 
vember 30, 1958. The dollar amount has 
increased to $160,171,317 as of the end 
of 1959. The commission is seemingly only 
trying to “hold the line” as to producer 
prices and the plateau at which it is trying 
to hold the line is that created by its own 
decisions in the CATCO and Transconti- 
nental cases, both of which have been 
remanded by the Supreme Court for fur- 
ther hearings as to costs. Another favor- 
ite method which seems to be developing 
is “agreement,” after one party becomes 











unable to consent to further delay. I be- 
lieve the commission should fix an allow- 
able price for each district, using a liberal 
cost basis, plus sums for average dry 
holes, based on larger operations, and plus 
a reasonable incentive allowance. If per- 
manent approval of new production con- 
tracts at prices equal to or less than this 
yardstick price were placed on an auto- 
matic basis, a producer could know the 
minimum price to be anticipated before 
investing. If he felt after production were 
realized that his costs would warrant a 
larger price, he could accept a temporary 
certificate until his case could be heard. 

In fixing a district price yardstick, I 
feel only limited consideration should be 
given to many of the problems, to each 
of which Examiner Zwerdling devoted 
weeks in the Phillips case, as necessitated 
by detailed judgment under present law. 
Some of these points and my view of 
same are: 


1 ALLocaTION of exploration costs be- 
® tween gas and oil wells. When a 
would-be producer of oil or gas selects a 
location for his new wildcat well, there 
is generally no information he can obtain 
as to which product, if either, will be 
found. But with oil worth probably six 
times the equivalent Btu’s of gas, his in- 
centive is at least 75 per cent, the hope of 
finding oil. 


2 ALLOCATION of operational costs of 
© dual production wells. It is true that 
in 1958 of total production of 13 billion 
Mcf, 4 billion came from oil wells. But of 
this oil well production, repressuring of 
oil wells consumed 1.5 billion Mcf, an- 
other 1.4 billion was consumed in field 
use, and 600 million vented and wasted 
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(both the latter almost entirely in oil well 
operation), so that only about 10 per cent 
of gas production from oil wells actually 
reached either the interstate or intrastate 
markets. Little, if any, oil well costs 
should enter gas computations. Yardstick 
prices should be fixed by gas well costs 
only. 


3 INTRASTATE Sale competition. Bureau 
* of Mines figures for 1958 showed 
4,687,756,000 Mcf used intrastate. If we 
subtract from this 1.4 billion Mcf field 
use, 600 million Mcf losses and waste, the 
net for sale is 2.7 billion Mcf. In the seven 
producing states heretofore omitted from 
interstate use figures, the gas sold through 
utilities was, per Gas Facts, 2,392,600,000 
Mcf, which would seem to leave only 300 
million Mcf for other intrastate sale. The 
price for all gas sold by utilities in pro- 
ducing states, including pipeline and dis- 
tribution service, was 28 cents per Mcf, 
and for the 1,689,300,000 sold to industry 
18 cents per Mcf. Would you believe 
much wholesale intrastate competition to 
exist in states retailing gas at these fig- 
ures? 


4 THERE must be higher prices to pro- 
® duce incentive. I have already under 
No. 1 shown why exploratory wells are 
almost always drilled in a search for oil 
and if gas is discovered, it is a by-product, 
but with knowledge of gas existence in a 
structure many developmental wells will 
then be drilled. Statements have been 
made that only one well in eight or ten 
is a producer. The large-scale oil and gas 
operators have no such dry well propor- 
tion. An entreprenuer, if he desires to 
gamble under the yardstick price I have 
suggested, will, if he strikes even a gas 
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well, be in the money because if he knows 
the oil and gas business, he will have pro- 
tected himself by sufficient land or lease 
ownership to drill at least eight additional 
gas wells. 

Examiner Zwerdling in his April Phil- 
lips case decision subject to approval (still 
absent) of the commission said Phillips’ 
fair price of gas, after income tax, for 
all its properties should be 11.66 cents 
per Mcf, and that that price would pro- 
duce, by way of incentive in addition to 
regular return, 9.25 per cent. That means 
that before income tax gross earnings 
would be 19 per cent. If phantom taxes 
were allowed the company gross earn- 
ings would be 26 per cent and net earn- 
ings after income tax 16.25 per cent. This 
would seem to constitute considerable in- 
centive. 

But is it good business to pay gas in- 
centive for oil exploration? 


Number of 
Increases 


Tennessee Gas Transmission .... 
El Paso Natural Gas 
United Fuel Gas 

United Gas Pipeline 
Texas Eastern 

Panhandle Eastern 
Northern Natural 
Southern Natural 
Transcontinental Gas 
Atlantic Seaboard 

Hope Natural 

Cities Service Gas 

Natural Gas Pipeline 
Trunkline Gas 

Kentucky Gas Transmission 
New York State Natural 
Texas Gas Transmission 
Manufacturers Light & Heat .... 
Texas Illinois 

Ohio Fuel Gas 

Mississippi River Fuel 
Algonquin Gas 

Pacific Northwest 
Michigan Wisconsin 


Total Pending 
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AS of January 22, 1960, pipeline rate 
cases pending, most of which are be- 
ing collected under bond, per Gas Distri- 
butors Information Service, included those 
shown in table below. 
These increases are based partially upon 
a requested return upon investment after 
income tax, of 6 to 7.5 per cent but prin- 
cipally upon increased field prices. The 
increases as applied to residential gas 
only are probably up to 50 per cent 
greater than the average increases shown. 


Borrowing Money by Rate 
Increases 


7 Natural Gas Act gives the Fed- 
eral Power Commission one month 
to suspend and five additional months to 
pass upon any rate increase application. 
If the increase has not been decided at the 
end of that time, the applicant may put 


Percentage 
Increase 


Amount Since 1957 


$ 70,774,000 
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the increase into effect, subject to refund 
based upon final decision. Most of the 
increases requested above ($34 million 
each month or between $1 and $1.50 
from, per table, each of 22 million resi- 
dential users), simply upon the represen- 
tations of applicants that they should be 
allowed to net after income tax up to 7.5 
per cent on their investments after all in- 
creased gas and other operating costs. 
Some applicants feel the easiest way for 
them to borrow money is to make appli- 
cation for a rate increase and at the end 
of six months collect needed funds from 
consumers. If after two or three years, 
the commission decides the increase or 
part thereof, say the 7.5 per cent instead 
of the usual 6 per cent of the past (which 
increased return should be severed and 
decided forthwith), is unjust, temporary 
funds can be borrowed and the refund 
collected by another application. The bill 


of Representative Brock (Democrat, Ne- 
braska), No. 10309, now pending in the 
House, should be passed if Congress can 
accelerate commission procedure. 


FPC Favors Gas Legislation 


6 then Federal Power Commission, in its 

annual report recently issued, favors 
the adoption of legislation similar to the 
again pending Harris Bill. Four times 
Congress has been asked to pass the 
Harris Bill or similar legislation to mini- 
mize producer control and four times it 
has been rejected by lack of votes or 
presidential veto. There is no doubt that 
passage of the present Harris Bill would 
render moot the decisions of the Supreme 
Court remanding the CATCO and Trans- 
continental cases. It would also largely 
take producers out of the commission’s 


hair and depend in fixing field prices 
chiefly upon arm’s-length bargaining be- 
tween the producer and pipeline. The pro- 
ducer would, of course, be anxious to 
realize the highest price for maximum 
daily sales. The pipeline would be anxious 
to increase its contracted reserve in order 
to prolong the length of safeguarded serv- 
ice by its line, at any price it can recover 
from the consumer, who finally pays the 
bill for someone else’s ‘‘arm’s-length” ne- 
gotiations. Field price increases under 
these conditions will only stop when 25 
million residential consumers are forced 
to begin to discard their gas-burning 
equipment. 

Secretary of the Interior Seaton, in ad- 
dressing the annual meeting of the Amer- 
ican Gas Association in Chicago, ex- 
pressed the hope that the gas industry will 
take the lead in seeking appropriate legis- 
lation protecting the interests of the con- 
sumers of natural gas. It is my opinion, 
as expressed herein, that there was very 
considerable diversity of interest in 1958 
between the producers, the pipelines, and 
an estimated 100 to 200 large distributors 
on the one hand and the other 911 to 
1,011 distributors and 25 million resi- 
dential users on the other. The statements 
herein, coming from a small distributor, 
may be and probably are prejudiced. I 
offer them in the hope that the plan sug- 
gested may be helpful in leading toward 
a fair solution. 

The delay in arriving at a policy is con- 
fusing the producer, the pipeline, and the 
consumer. In my opinion Congress should 
appoint a legislative committee to recom- 
mend amendments to the Natural Gas 
Act. Perhaps it is not too late to con- 
sider them during the present session. 
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Alternative ‘Tax Depreciation 
and the Regulated Utilities’ 


By CARROLL M. PERKINS* 
and MARTIN T. FARRIS** 


The views held by the regulatory commission on liberalized depreciation must 
be kept in mind by the utility in deciding how to treat depreciation for tax 
purposes. Benefits can accrue to the stockholder, to the ratepayer, or to a 
combination of both. Present ratepayers seem to benefit most if the "flow- 
through" method is allowed. But the company receives the greatest benefit 
if the commission allows normalization and includes the tax reserve in the rate 
base. The following analysis and tables may help you appraise your own tax 
depreciation setup more realistically. 


Introduction 
HEN the government recognized 
alternative methods of calculating 
depreciation in the revision of the 
Internal Revenue Code in 1954, a storm 
of controversy arose over its effect on 


1 The background work for this paper was done 
by Mr. Perkins in two classes in the economics of 
public utilities and managerial economics taught by 
Dr. Farris. 

*Economic analyst, the Salt River project, Phoe- 
nix, Arizona, and graduate student, Arizona State 
University. 

** Associate professor of economics, Arizona State 
University. For additional personal note, see “Pages 
with the Editors.” 








public utilities. During the past few 
months there have been many discussions 
and articles written on what the proper 
course of action should be with regard to 
these revisions.* The problem is primarily 
one of choice between several depreciation 
methods and since public utilities are sub- 
ject to state regulatory control, this choice 


2“Accelerated Depreciation,” by F. Warren 
Brooks, PusLic UTILITIES FoRTNIGHTLY, September 
26, 1957, pp. 433-441; “Liberalized Depreciation 
after Five Years,” by Willard F. Stanley, Pustic 
Uriities FortNIGHTLY, September 10, 1959, pp. 
401-411; “Financial News and Comment,” by Owen 
Ely, various issues of this journal ; and others. 
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concerns both the regulatory commission 
and management whose actions will affect 
the rate-paying public and the stock- 
holders. The decisions and choices of both 
of these groups may be based on a num- 
ber of different objectives. However, in all 
cases, the effects of the various methods 
should be available so that the choices and 
decisions are based on the best possible 
knowledge of alternatives. It is the pur- 
pose of this paper to indicate some of the 
effects of a limited number of alternative 
depreciation-tax methods in the hope that 
such an analysis will assist in making the 
best possible, fully informed choice. 


Various Methods of Treating 
Depreciation 
5 ew past few years have seen many 
suggestions on how depreciation 
should be handled. During the course of 
these discussions a variety of terms have 
been suggested but there appear to be four 
procedures which are generally advanced 
as the proper ones. Naturally, variations 
of each have also appeared. 

The first of these four procedures is 
the historic method employed by all util- 
ities prior to 1954 of using straight-line 
depreciation for both the company’s books 
and for tax purposes. Many companies 
will undoubtedly continue to use this 
method because of its simplicity and ease 
of understanding. For our purposes, then, 
it may be used as a yardstick against 
which to measure the effects of the other 
methods. 

The second procedure is to use liberal- 
ized depreciation on both the company’s 
books and for tax purposes. 

The third choice is to use straight-line 
depreciation on the books and rapid de- 
preciation for tax purposes, without 
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“normalized” taxes. This is the so-called 
“flow-through” method whereby only 
actual taxes paid are used as a deduction 
for rate-making purposes. This is called 
the “flow-through” method since the in- 
creased income flows on through to the 
net income in the income statement. 

The last procedure is popularly called 
“normalized” depreciation. Taxes are first 
calculated on the basis of straight-line de- 
preciation, and then again calculated on 
the basis of liberalized depreciation. The 
difference in the tax figures is available 
temporarily to the firm as an interest-free 
loan. In other words, the company uses 
straight-line depreciation on its books and 
liberalized depreciation for tax purposes, 
and sets up a reserve of some sort for the 
tax savings. The purpose of normaliza- 
tion is not only to prevent distortion of 
the income statement, but also to allow 
the utility to enjoy the benefits of the tax 
deferral. 


Effects of Alternative Methods 
Of Tax Depreciation 

a. Methods illustrated. 
bbs illustrate the effects of the various 

alternatives noted above, a hypotheti- 
cal set of circumstances concerning depre- 
ciation method, tax rates, and investment 
conditions for a regulated public utility 
has been assumed. First, the “sum of the 
year-end digits” has been used as the ex- 
ample of liberalized depreciation. The 
“declining balance” method could be used, 
although it is more complicated for stud- 
ies of this sort, with somewhat similar 
results. Second, as to tax rates, a federal 
income tax rate of 50 per cent has been 
chosen for ease of calculation and an 8 
per cent at 30 per cent valuation has been 
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chosen for a state ad valorem tax. Finally, 
the investment conditions have been as- 
sumed to be (1) 10 per cent allowable re- 
turn, (2) interest cost at 3 per cent, (3) 
capitalization of bonds at 50 per cent, and 
(4) a ten-year service life of the invest- 
ment. Under such assumed conditions, a 
$1,000 investment has been depreciated 
under the various alternative methods 
outlined above. 

The following four tables illustrate the 
results of calculating depreciation under 
the assumed conditions.’ In each case, the 
calculations have been discounted to pres- 


8 These tables were developed after reading Paul 
H. Jenyes’ “Liberalized Depreciation Tax Savings.” 
(Paper read before EEI-AGA Depreciation Ac- 
counting committees, Newark, New Jersey, Septem- 
ber 1, 1957.) (Mimeographed. ) 


e 


ent values and expressed as a uniform 
annual equivalent charge using the as- 
sumed 10 per cent rate of return and ten- 
vear life. These “levelized”’ figures, there- 
fore, represent the uniform annual charge 
equivalent to actual present costs of each 
alternative. 


| jens I (this page) considers the case 
where the firm uses straight-line de- 
preciation for both its books and for tax 
purposes. This is the “yardstick” calcula- 
tion against which the effects of the other. 
methods may be compared. 

Table II (page 459) illustrates the case 
when a company uses liberalized depre- 
ciation on its company books and tax 
books. Table III (page 461) indicates the 


TABLE I 
STRAIGHT-LINE DEPRECIATION FOR BOTH ACCOUNTING AND TAX DEPRECIATION 
(SLD/SLD) 


Assumed 


Years Investment 
1.00000 


0.10000 
1.00000 
0.10000 


Total 
Return & 


9 
10 


Total 
Levelized 10.62745 
Tax 
Savings 
Res. Cr. 


ac) 


0.14000 
0.13000 
0.12000 
0.11000 


1.55000 
0.16275 


OWNIAUh WY 


10 


Total 
Levelized 0 


o eogoooooooo 


Deprec. 


Deprec. 
-" Res. Cr. Savings 
0 


oo ooocoooooo[“[ 


0.03725 


Tax 
Paid 
0.08500 
0.07650 
0.06800 


0.05950 
0.05100 


0.16100 
0.14250 


2.25750 
0.24008 


0.08250 


0.00941 0.05333 


1 The uniform annual charge equivalent to the actual present cost. 
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firm which uses straight-line depreciation 
for its company books and liberalized 
depreciation on its tax books, but does not 
normalize taxes. This method is popularly 
known as the flow-through method. Table 
IV (page 463) considers the case where 
the firm uses straight-line depreciation for 
its books and rapid depreciation for its 
tax books and normalizes taxes. 

Table V (page 464) is a summary table 
noting the results of all four methods. 


b. Effect on managerial decisions. 

M° of the concern evidenced by man- 
agement since the 1954 revision has 

dealt with the effects of alternative de- 


e 


preciation methods on rates. However, 
there is another factor with which man- 
agement should be concerned and that is 
the impact of rapid depreciation on eco- 
nomic comparisons. 

Every day management is faced with 
alternative ways of accomplishing given 
goals. Whenever a course of action is 
chosen, the matter of choice is implicitly 
involved. In matters of economic choice, 
management is primarily concerned with 
which alternate will maximize profit or 
minimize loss. The problem is to calculate 
the income tax portion of fixed charges 
appropriate to studies of economic choice. 
Such fixed charges properly include a min- 


TABLE II 


LIBERALIZED DEPRECIATION FOR WSYL/SYD) ee AND TAX DEPRECIATION 
( 


Assumed 


Return Deprec. 


0.18182 
0.16364 
0.14545 
0.12727 
0.10909 
0.09091 
0.07273 
0.05455 
0.03636 
0.01818 


1.00000 
0.11408 


Investment 


1.00000 
0.81818 
0.65454 
0.50909 
0.38182 
0.27273 
0.18182 
0.10909 
0.05454 
0.01818 


Years 


OONA US ODN 


10 


Total 


Levelized  10.48663 


Tax 
Savings 
Res. Cr. 


Tax 
Deprec. 


OWNAMSA WHS 


0.01818 


1.00000 
0.11408 


10 


Total 
Levelized 


o eocooooooeo 


0.16275 


Tax 
Savings 
Res. 


0 


Deprec. 
Res. 


Deprec. 
Res. Cr. 


0 
0.01818 
0.03455 
0.04909 
0.06182 


0 
0.18182 


o ooooooooo 


0.12752 


0.05133 0.01197 


Tax 
Paid 


0.08500 
0.06955 
0.05563 
0.04327 
0.03245 
0.02318 
0.01545 
0.00927 
0.00463 
0.00155 


0.33998 
0.04136 


Int. 


0.01500 
0.01227 
0.00982 
0.00764 
0.00573 
0.00409 
0.00273 
0.00164 
0.00082 
0.00027 


0.06001 
0.00731 


1 The uniform annual charge equivalent to the actual present cost. 
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Managment Must Take Its Cue from the Commission 
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JI|F the commission should allow normalization of taxes, it then must decide 
whether to allow this reserve to remain in the rate base and, if so, what 
rate of return should the utility be allowed to make on it. When a commission 
allows normalization of tax savings, it is in effect allowing the utility to recover 
its original capital more rapidly and put it to use in some other part of the 
business. It takes the form of an interest-free loan from the government and 
thus saves the utility from a trip to the money market when it needs money 
for expansion. If the commission allows the utility to make any return at all 
on this reserve, then the utility is making more than its normal return for 
stockholders and the stockholder tends to get most of the benefit." 


imum acceptable return to equity capital. 
If actual earnings are higher, then poten- 
tial earnings are above the minimum ac- 
ceptable. The economic choice made on 
such basis, therefore, maximizes the dollar 
profit to each share of stock. If an eco- 
nomic study is to indicate the best possible 
choice for the owners of the company, it 
should be based on the lowest revenue re- 
quirements regardless of regulatory view. 
Put another way, it should be based on the 
lowest revenues that will be sufficient to 
produce the same return on investment 
after adopting the proposal.* 


* Ibid. 
MARCH 31, 1960 


bw V reveals that the method which 
results in the lowest “levelized’’ total 
fixed costs (lowest uniform annual 
charge equivalent to the actual present 
cost), including an acceptable return to 
equity, is Method Number III, or the so- 
called “flow-through” method. This proce- 
dure calls for using straight-line deprecia- 
tion for the company’s books and liberal 
depreciation for tax purposes, with no re- 
serve being set up for the savings. The sav- 
ings “flow through” to the income state- 
ment and as such are subject to review by 
regulatory bodies as increased return to 
investors. The point is that for economic 
















comparisons of alternatives, this is the 
proper method of tax depreciation ac- 
counting to use. This method would indi- 
cate the “bare bones” cost of capital when 
comparing alternatives. 


Should the regulatory bodies be in- 
clined towards any other tax depreciation 
method, then any alternative chosen on 
the basis of flow through would be even 
better off. This is readily ascertainable by 
a glance at Table V—any of the other al- 
ternatives allow a higher “levelized” fixed 
charge. If the alternative chosen is ac- 
ceptable using the flow-through method, 
it would still be acceptable on any of the 
other depreciation alternatives. 
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c. Effect on the ratepayer and the stock- 
holder. 


| © emmenge upon how the regulatory 
bodies and management choose to 
handle tax depreciation, the tax benefits 
may be extended to the stockholder, to the 
ratepayer, or to some combination of both. 
That the question is far from settled is 
evidenced by the opposite views expressed 
by many commissions. 

In this regard, the regulatory bodies 
are primarily faced with four decisions 
concerning liberalized depreciation for 
tax purposes. These are: 


1. Whether to allow normalization. 


TABLE III 


STRAIGHT-LINE DEPRECIATION FOR ACCOUNTING, LIBERALIZED DEPRECIATION 
FOR TAX DEPRECIATION 
(SLD/SYD NOT NORMALIZED) 


Assumed 
Years Investment Return Deprec. 
1 1.00000 0.10000 0.10000 
2 .90000 0.10000 0.10000 
S .80000 0.10000 0.10000 
4 .70000 0.10000 0.10000 
5 .60000 0.10000 0.10000 
6 .50000 0.10000 0.10000 
7 40000 0.10000 0.10000 
8 30000 0.10000 0.10000 
9 .20000 0.10000 0.10000 
10 -10000 0.10000 0.10000 
Total 1.00000 
Levelized 10.62745 0.10000 








Tax Total 


Savings Return & Tax 

Years Res. Cr. Deprec. Deprec. 
1 0 0.20000 0.18182 

2 0 0.19000 0.16364 

3 0 0.18000 0.14545 

+ 0 0.17000 0.12727 

5 0 0.16000 0.10909 

6 0 0.15000 0.09091 

7 0 0.14000 0.07273 

8 0 0.13000 0.05455 

9 0 0.12000 0.03636 
10 0 0.11000 0.01818 
Total 0 1.55000 1.00000 
Levelized 0.16275 0.11408 











1 The uniform annual charge equivalent to the actual present cost. 


Tax 
Deprec. Deprec. Tax Savings 

Res. Res. Cr. Savings Res. 
0 0 0.08182 0 
0.10000 0.01000 0.06364 0 
0.20000 0.02000 0.04545 0 
0.30000 0.03000 0.02727 0 
0.40000 0.04000 0.00909 0 
0.50000 0.05000 0.00909 0 
0.60000 0.06000 (0.02727) 0 
0.70000 0.07000 (0.04545) 0 
0.80000 0.08000 (0.06364) 0 
0.90000 0.09000 (0.08182) 0 
1.00000 0.45000 0 0 

0.03725 0.01408 









Tax Adv. 

Int. Paid Tax Price 
0.01500 0.00318 0.02400 0.22718 
0.01350 0.01286 0.02400 0.22686 
0.01200 0.02255 0.02400 0.22655 
0.01050 0.03223 0.02400 0.22623 
0.00900 0.04191 0.02400 0.22591 
0.00750 0.05159 0.02400 0.22559 
0.00600 0.06127 0.02400 0.22527 
0.00450 0.07095 0.02400 0.22495 
0.00300 0.08064 0.02400 0.22464 
0.00150 0.09032 0.02400 0.22432 
0.08250 0.46750 0.24000 2.25750 
0.00941 0.03926 0.02400 0.22601 
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2. How to treat the tax reserve if they 
do allow it. 

3. Whether to allow only actual taxes 
paid. 

4. Whether to allow only liberalized 
depreciation for rate making as well as 
on the books. 


Management is then faced with the fol- 
lowing decisions : 


1. Whether to use liberalized de- 
preciation ; 
2. Whether to normalize tax savings.® 


Management Looks to the Commission 
ee nes decision on how to 

treat depreciation for tax purposes, 
of course, depends a great deal upon how 
the regulatory body chooses to view lib- 
eralized depreciation. However, to make 
the proper decision for their stockholders, 
management must be aware of the effect 
of the various methods which the regula- 
tory bodies might order. 


5 These choices are outlined in: Management 
Newsletter, Electrical World, February 9, 1959, It 
should be noted, however, that a strong case can be 
made that the social responsibility of management 
and commissions allows no choice. See: “The Duty 
of a Public Utility to Reduce Its Income Tax Lia- 
bility by Using Accelerated Depreciation,” by Ben 
fi Lewis, Land Economics (May, 1959), pp. 104- 


If the commission should allow nor- 
malization of taxes, it then must decide 
whether to allow this reserve to remain in 
the rate base and, if so, what rate of re- 
turn should the utility be allowed to make 
on it. When a commission allows normal- 
ization of tax savings, it is in effect allow- 
ing the utility to recover its original capi- 
tal more rapidly and put it to use in some 
other part of the business. It takes the form 
of an interest-free loan from the govern- 
ment and thus saves the utility from a trip 
to the money market when it needs money 
for expansion. If the commission allows 
the utility to make any return at all on this 
reserve, then the utility is making more 
than its normal return for stockholders 
and the stockholder tends to get most of 
the benefit. 


I the commission does not allow this 
reserve to be in the rate base, which, in 
effect, lowers the return on the reserve to 
zero, then the utility obtains the benefit of 
an interest-free loan and so does the rate- 
payer. The stockholder benefits because his 
stock is not further diluted by more in- 
debtedness and the ratepayer benefits be- 
cause there are no charges in the rate for 
this added capital. 


Some Facts to Consider 


a the regulatory body decides how liberalized depreciation should 
be handled, then management can intelligently make its decision as 
to whether to use liberalized depreciation or not for tax purposes and, if so, 
whether or not to normalize the tax savings, assuming the commission so 
allows. A glance at the tables reveals that the use of liberalized depreciation 
for tax purposes is beneficial to the stockholders in the case of normalized 
taxes. Both the utility and the ratepayer can benefit from this method of 
treatment. However, the benefit to the stockholder tends to increase if a 
rate of return can be earned on the tax reserve, and this benefit attains a 
maximum as the rate of return approaches the normal rate of return.” 
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If the commission should require a neg- 
ative interest factor on the tax reserve 
when determining rates, based on the going 
interest rate for risk-free capital, then 
again the customer and stockholders both 
benefit.* The ratepayer, in effect, gets paid 
the interest on the government loan to the 
utility through lower rates. The stock- 
holder benefits by getting low-cost capital 
without changing the capitalization ratio. 

If the regulatory body allows straight- 
line depreciation on the books and lib- 
eralized depreciation for rates but insists 
that only actual taxes paid will be con- 


6 Management Newsletter, Electrical World, Feb- 
ruary 10, 1958. 


e 


sidered for rates, then all benefits tend 
to “flow through” to the ratepayer. The 
stockholder’s only interest is that by so 
doing, rates might be reduced and sales 
thereby stimulated. This is a somewhat 
nebulous benefit as it very likely cannot 
be measured. Table V reveals this method 
produces the lowest “levelized” rate. 
I’ the regulatory body should insist upon 
the utilities using liberalized deprecia- 
tion on their books as well as for rates, 
both the ratepayer and the stockholder 
benefit eventually. However, neither the 


ratepayer nor the stockholder benefit as 
much from this method as through nor- 


TABLE IV 


STRAIGHT-LINE DEPRECIATION FOR ACCOUNTING, LIBERALIZED DEPRECIATION 
FOR TAX DEPRECIATION 
(SLD/SYD, NORMALIZED) 


Assumed 


Investment Return Deprec. 


1.00000 
0.85909 
0.72727 
0.60455 
0.49091 
0.38636 
0.29091 
0.20455 
0.12727 
0.05909 


Years 


0.10000 


1.00000 
0.10000 


10 


Total 


Levelized 0.55704 


Total 
Return & 
Deprec. 
0.24091 
0.21773 
0.19545 
0.17410 


Tax 
Savings 
Res. Cr. 


Tar 
Deprec. 
0.18182 
0.16364 


1.00000 
0.11408 


1.47502 


Levelized 0.16275 


Tax 
Savings 


Deprec. 
Res. 


Res. 


Deprec. 
Res. Cr. 


0 
0.04091 
0.07273 
0.09545 
0.10909 
0.11364 
0.10909 
0.09545 
0.07273 
0.04091 


0 
0.01000 


0 
0.10000 
0.20000 
0.30000 
0.40000 
0.50000 
0.60000 
0.70000 
0.80000 
0.90000 


2.11878 
0.22706 


0.07124 
0.00836 


1 The uniform annual charge equivalent to the actual present cost. 
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TABLE V 
SUMMARY OF ALTERNATIVE METHODS 


Total Fixed Costs 
Factor Tax Interest Incl. Return! __Levelized 
Method Total Levelized Total Levelized Total Levelized Total Levelized Equity 
1. SLD/SLD 1.55000 0.16275 0.46750 0.05333 0.08250 0.00941 2.25750 0.24008 0.62745 
2. SYD/SYD 1,39999 0.16275 0.33998 0.04136 0.06001 0.00731 1.97997 0.22811 0.48663 
3 “oe —— ; 1.55000 0.16275 0.46750 0.03296 0.08250 0.00941 2.25750 0.22601 0.62745 
ot normalizec 
4. SLD/SYD 1.47502 0.16275 0.40378 0.04031 0.07124 0.00836 2.11878 0.22706 0.55704 
Normalized 


Capital Recovery 


1For regulated utilities this corresponds to price, exclusive of operations and maintenance expenses. 


malization, and it has not been considered 
too seriously except by politicians bent 
more upon oratory than common sense.” 
Its main benefit to the stockholder is the 
recovery of capital at a faster rate than 
the straight-line method, thereby allowing 
investment elsewhere in the business. The 
ratepayer gains through a lower “level- 
ized” rate over the years. However, the 
initial rates are extremely high as Table 
II reveals. It would appear the commis- 
sions would be quick to reject this method. 


c is interesting to note that this method, 

along with “normalization,” reduces 
the actual dollars of taxes paid over the 
lifetime of the investment. The other 
methods result in the same number of dol- 
lars of taxes—only the timing of the pay- 
ments is changed. 


7 [bid., November 3, 1958. 
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 o the regulatory body decides how 


liberalized depreciation should be 
handled, then management can intelligent- 
ly make its decision as to whether to use 
liberalized depreciation or not for tax pur- 
poses and, if so, whether or not to nor- 
malize the tax savings, assuming the com- 
mission so allows. A glance at the tables 
reveals that the use of liberalized deprecia- 
tion for tax purposes is beneficial to the 
stockholders in the case of normalized 
taxes. Both the utility and the ratepayer 
can benefit from this method of treatment. 
However, the benefit to the stockholder 
tends to increase if a rate of return can be 
earned on the tax reserve, and this benefit 
attains a maximum as the rate of return 
approaches the normal rate of return. 
Conversely, the ratepayer’s benefits 
tend to decrease as the allowable rate of 
return on the tax reserve is increased, tend- 
ing to disappear when the rate of return 
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equals the normal rate of return. Should 
the regulatory body require tax savings to 
flow through to the income statement, the 
benefits are mostly extended to the rate- 
payer since the commission will be likely 
to order a rate reduction. However, a 
utility faced with the necessity of going to 
the commission for a rate increase could 
possibly forestall the increase by going to 
liberalized depreciation under the flow- 
through method. It could possibly even 
benefit with a rate reduction if sales were 
to increase as a result. 


Conclusions 

Rr the tables seem to support the 

theory that for economic comparisons 
management would be wise in using the 
so-called flow-through method when de- 
termining the proper income tax portion 
of fixed charges for such comparison. 
Since this method indicates the lowest 
smooth annual charge for tax purposes, 
any alternate chosen after comparing on 
this basis should be equally as good a 
choice if the utility be required by the 
commission to use any other method of tax 
depreciation. 

Second, depending upon how the regu- 
latory body chooses to treat liberalized tax 
depreciation, the benefits can accrue to the 
stockholder of the utility, to the ratepayer, 
or to some combination of both. The tables 
indicate that present ratepayers would 
benefit the most if the flow-through method 
is allowed. By contrast, the utility will ob- 
tain the greatest benefit if the regulatory 
body allows normalization and includes 


the tax reserve in the rate base. The bene- 
fits tend to be more equally divided be- 
tween ratepayer and stockholder as al- 
lowed earnings on this tax reserve ap- 
proach zero. 


Sees tables developed herein do lay to 
rest some erroneous ideas on this sub- 
ject. Many people believe that the actual 
dollars of taxes paid are the same, when 
a utility takes advantage of liberalized de- 
preciation, as they are with straight-line 
depreciation. The tables indicate this is 
not necessarily true. For both Case II and 
Case IV, the actual dollars of taxes paid 
are less than are paid in Case I and Case 
III. 

This comes about because investment 
is replaced more rapidly by either the 
larger depreciation charge in Case II or 
the normalized tax reserve in Case IV. 
Consequently, the plant produces less tax- 
able income and fewer tax dollars over the 
life of the facilities. It is because of this 
rapid replacement of equity that the num- 
ber of tax dollars collected is smaller; 
therefore, liberalized depreciation for tax 
purposes can result in less tax dollars being 
collected. 

Finally, it appears the benefits of lib- 
eralized depreciation to the utility, to the 
ratepayer, and to the stockholder depend 
entirely upon the outlook of the regula- 
tory body having jurisdiction. These deci- 
sions may be extremely important to all 
groups concerned and the effect of the par- 
ticular method chosen should be carefully 
weighed. 
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Objections to the Pahle Article 


[’ is regrettable that Mr. Joseph R. Pahle, 

in his article “Socialism and Crab Grass” 
in your February 4th issue, accompanied his 
praise of electric service in the Tennessee val- 
ley and his excellent kernel of advice to pri- 
vately owned public utilities with so much 
misunderstanding and inaccuracy about TVA 
activities and public policy. 

We appreciate his conclusion that electric 
service in the valley has been conducted by 
TVA and the distributors (he cites particu- 
larly the Chattanooga Electric Power Board) 
efficiently, with low costs and high use, and 
with excellent customer service and customer 
relations. He recognizes the results as so 
beneficial to the region that he recommends 
that privately owned utilities follow the TVA 
example, including the suggestion that they 
reduce their rates. Thus Mr. Pahle, perhaps 
unwittingly, has acknowledged and espoused 
one of the major lessons which the nation can 
and should learn from the TVA electric pow- 
er program; namely, that electric power is 
such atremendous force for economic growth 
and improved living that it should be avail- 
able everywhere and to everyone at the lowest 
possible cost and in the greatest possible 
abundance. 

Since Mr. Pahle recognizes and even rec- 
ommends this basic aim, it is apparent that 
many of his criticisms—such as his com- 
plaints about excessive load-building costs 
and too many employees—fall of their own 
weight. But his article is also replete with 
errors of fact, all of which perhaps should be 
corrected ; however, we will mention only a 
few. TVA’s fertilizer is not, and has not been 
for years, “free.” Trees are not furnished 
“free” but are sold to the landowners who 
use them not for “landscaping” but to reclaim 
thousands of acres of eroded lands and make 
them once again a productive part of the 
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region’s economic base. The “wonderful free” 
recreational facilities, now valued at more 
than $82 million, were not provided by TVA 
but by states, counties, municipalities, private 
enterprise, and individuals, 

Mr. Pahle should consider, before he makes 
the charge of “present-day ‘brain-washing 
sessions’ conducted by the TVA for its em- 
ployees, where they are instructed about what 
to believe and preach, and how to vote for 
the ‘protection of the TVA and their jobs,’ ” 
that the TVA Act provides that “In the ap- 
pointment of officials and the selection of 
employees . . . and in the promotion of any 
such employees or officials, no political test 
or qualifications shall be permitted or given 
consideration.” The penalty is removal from 
office of any board member or employee 
found guilty of violating this provision, 


R. PAHLE is on no more sound ground 
when he claims the Chattanooga Power 
Board, or any other power distributor in the 
region, is “an ‘authority’ unto itself, unregu- 
lated, uncontrolled, and unpoliced,” with the 
power to double or quadruple electric rates 
at will. Despite the lack of a formal “regu- 
latory” body, which Mr. Pahle deplores, the 
interests of the consumers are well protected. 
The existing rates were set in accordance 
with the mandate of the Congress that power 
be sold at the lowest possible rates and in 
such a way as to foster increased use, and the 
board of directors of TVA, appointed by the 
President with the advice and consent of the 
Senate, is responsible for seeing that the con- 
gressional purposes are carried out. Effective 
regulation in the consumers’ interest is pro- 
vided through the wholesale power contracts 
between TVA and the distributors in which 
the rates to be charged are agreed upon. The 
rates cannot be raised without the consent of 
TVA. And, as a matter of record, the trend in 
rates to consumers has been down, not up. 
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In so far as Mr. Pahle’s assumption that 
TVA can be equated with “Socialism” is con- 
cerned, we agree, as you ably point out in 
your “Pages with the Editors,” the term 
“Socialism” has different meanings in differ- 
ent contexts and to different people, and fur- 
thermore its meanings seem to change. 
Therefore, there seems to be little profit in a 
semantic debate on that point. 

We are glad to see Mr. Pahle’s acceptance 
of the Tennessee valley demonstration in 
electric service, despite his unfamiliarity with 
TVA’s administrative management and many 
phases of its activities. 


—A. R. Jones, 
Acting chairman, Tennessee 
Valley Authority. 


¥ 


More about the Pahle Article 


HE general thesis of Mr. Joseph R. 
Pahle in his article, “Socialism and 
Crab Grass” in the February 4th Fort- 
NIGHTLY, is that the best way for private 
utility companies to meet the challenge of the 
publicly owned systems is to do a better job 
themselves. With this I agree. However, 
Mr. Pahle’s article is full of mistakes of fact 
with respect to the Tennessee Valley Author- 
ity and the Chattanooga Electric Power 
Board. I shall not attempt to speak for the 
Chattanooga Electric Power Board except to 
say that readers would be well advised to 
check on any of the factual statements before 
giving them credit. As to TVA, Mr. Pahle 
describes it as a wasteful and inefficient or- 
ganization which curries public favor by 
handouts. I served as TVA’s general coun- 
sel for many years, and should like to com- 
ment on Mr. Pahle’s statements item by item. 
Item: TVA gives away “free trees for 
landscaping.” The fact is that TVA has 
never provided trees for landscaping. Nor, 
at the present time, are TVA tree seedlings 
provided free of charge to anyone. For a 
number of years TVA-produced seedlings 
were supplied to landowners through their 
local agricultural and forestry agencies, for 
reforesting eroded land in a comprehensive 
program of watershed protection. Since 
July, 1957, TVA seedlings have been sold to 
owners of forest land through state agencies 
at the same prices charged by the states for 


seedlings produced in their own nurseries. 


TEM: TVA gives away “free fertilizer.” 

TVA produces experimental fertilizers. 
Most of it is sold to distributors, manufac- 
turers, and mixers, for use in educational 
programs through their dealers. Materials 
sold in this distributor demonstration pro- 
gram are priced slightly less than commercial 
fertilizers as an incentive to try new prod- 
ucts and improved ways of using fertilizers. 

A relatively small part of TVA’s fertilizer 
output is used in farm test demonstrations, 
both as a means of spreading information 
among farmers as to improved fertilizers and 
their uses and as a means of collecting data 
on the results of their use in practical farm 
applications. In fiscal year 1959, according 
to TVA’s annual report, farmers reimbursed 
TVA for 57 per cent of the wholesale price 
of the fertilizers they received, in addition 
to paying freight and local handling charges. 
The price discount is for the purpose of as- 
sisting co-operating farmers in making ad- 
justments in farming practices recommended 
by extension services and for the services 
performed by the farmers in connection with 
the program, including the maintenance of 
detailed records and keeping their farms 
open to inspection by other farmers. 

The only fertilizer for which TVA is not 
paid is a few hundred tons supplied to the 
state agricultural experiment stations for re- 
search projects. 


TEM: “While the TVA has the newest, 
finest, and most efficient generating fa- 
cilities, any efficiency advantage so achieved 
is lost by its huge number of employees, 
which is a public disgrace. It employs more 
people to do less work than any business I 
have ever heard of.” Even the casual reader 
may wonder how an organization as slack as 
that pictured by Mr. Pahle can achieve “the 
newest, finest, and most efficient generating 
facilities,” especially if he is aware that TVA 
does its own construction work. Mr. Pahle’s 
tribute to the quality of electric service in 
Chattanooga is also hard to reconcile with 
this picture of shiftless and trifling em- 
ployees. Most utility executives know that 
TVA’s unit costs in both operation and con- 
struction compare favorably with private in- 
dustry, and in their testimony before con- 
gressional committees opposing various TVA 
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measures they have conceded that TVA is a 
hard-working and well-managed organiza- 
tion. 


a: “Its policies on vacations and ‘sick- 
or-not’ sick leaves stand as evidence of 
the fact that it has more employees than it 
has room for, all at one time.” It is surpris- 
ing that Mr. Pahle, living in a community 
where there are so many TVA employees, 
should be ignorant of the fact that TVA 
employees are covered by the general federal 
vacation and sick leave laws. It is these laws 
and not TVA “policies” which are control- 
ling. Under the law, sick leave is available 
only for illness. I suppose there will always 
be some abuse of sick leave privileges, but in 
my own observation there was very little. I 
used only a few weeks of sick leave in 
twenty-four years, all of it when I was sick, 
and my record was by no means exceptional. 


Item: TVA conducts “brain-washing ses- 
sions” for its employees in which employees 
are instructed “how to vote for the ‘protec- 
tion of the TVA and their jobs.’” This is 
pure invention. Since all three of the present 
TVA directors are Eisenhower appointees, 
it may be assumed that if such brain-wash- 
ing sessions were held employees would be 
instructed to vote the straight Republican 
ticket. As a matter of fact, the Hatch Act 
prohibits partisan political activity and it is 
rigorously enforced in TVA. 


| eer’ “While the free enterprise utility is 
policed, regulated, and controlled by an 
outside ‘referee’ for the protection of the cus- 
tomer, public power in Chattanooga is an 
‘authority’ unto itself, unregulated, uncon- 
trolled, and unpoliced by any outside, im- 
partial agency, such as a public utility com- 
mission. Those in its franchise area are at 
its mercy.” This is perhaps an argumenta- 
tive statement of opinion rather than a 
simple error of fact, but Mr. Pahle fails to 
mention that rates, nondiscrimination among 
consumers, and various other features of the 
operations of TVA distributors, including 
the Chattanooga Electric Power Board, are 
covered in their power contracts with TVA. 
Most consumers in the TVA area seem to 
believe, not without logic, that their interests 
are at least as well protected by state and 
federal agencies created for their benefit and 
responsible directly to the legislative bodies 
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which created them as they would be by the 
private utilities under commission regulation. 


R. PAHLE hurts his case when he fails 

to check his facts and passes along un- 

critically the misrepresentations bandied 

about by some irresponsible TVA critics. 

Neither is it helpful for him to attempt to 

ridicule the conservation and resource devel- 

opment phases of the TVA program. They 

have been studied and emulated the world 

over and should be a source of pride and sat- 
isfaction to all Americans. 

—JosepH C. SWIDLER, 
Attorney at law, Nashville, 
Tennessee. 


¥ 


For Judicial Restraint 


I" regard to a recommendation made by the 
Honorable Everett C. McKeage in your 
issue of September 24, 1959, and with all 
due respect for Mr. McKeage, his position, 
his article, and his excellent thinking, I 
should like to add a word of comment to his 
recommendation. I refer to his call for a 
“political constitutional review council” to 
review and exercise jurisdiction over “frank- 
ly political” decisions of the Supreme Court. 
This sort of council is, at present, entirely 
unnecessary, I think, because the constitu- 
tional powers of the Congress to impeach and 
convict the “Mr. Justices” who consistently 
refuse to exercise restraint of any kind (and 
thereby lay themselves open to well-founded 
accusations of guilt of high crimes and mis- 
demeanors) have never been fully (nor 
properly) utilized. Their effects, therefore, 
are and should be termed “unknown” rather 
than “wholly unsuited.” Similarly unknown 
are the exact effects of a “review council.” 
Let’s use the means presently at hand and 
see what happens before we institute addi- 
tional means and try them to see what hap- 
pens. 

Looking further, it seems that such a 
council could inevitably do only one of two 
things anyway. It might, if it were elected 
and therefore truly “political,” effectively 
eliminate the power, prestige, and traditional 
judicial posture of the high court. Was this 
intended by Mr. McKeage? I think not, but 
this would be the result. On the other hand, 
if it were not subject to answer to the people, 
it would not be truly “political,” and would, 




















therefore, merely supplant the present Su- 
preme Court, creating by that supplanting 
another Supreme Court and a state that is 
even closer to anarchy than is our present 
state after two and one-half decades of ter- 
ribly unwise, terribly unjudicial, terribly 
political, and terribly damaging Supreme 
Court decisions. Was this intended by Mr. 
— I hope not, but this would be the 
result. 


HEN comes the problem of who would 
have the authority to choose which Su- 
preme Court decisions were “frankly politi- 
cal” and which should be allowed to stand 
unreviewed by the council. The ludicrous 
implications involved here are so obvious and 
the built-in provisions for anarchy are so easy 
to see that I shall say no more about them. 
No, we are not far enough down the road 
to anarchy for this solution to be tried yet. 
Yet I think it is an alarming signal of how 
far we have gone, in part because of com- 
pletely unrestrained and unconstitutional Su- 
preme Court decisions, that this solution has 
even been voiced. Nor should one think that 
the use of impeachment powers by the House 
for acceptable reasons, would cause anarchy 
by destroying our judicial system. On the 
contrary, it appears more and more that the 
only way the present Supreme Court will 
ever begin to preserve our judicial system 
is by using restraint in its decisions or will 
ever return to playing the game by the wise 
rules laid out in the federal Constitution, 
subject to change by the due process of 
amendment, is for the Congress to use those 
rules to remove from the bench a few of those 
justices who have been more flagrant in their 
violation of these rules. If it does not, then 
I think that the people will in time demand 
that it do so—if, indeed, the people at that 
time have any voice left. 


F I am a judge and clearly and frankly 
miscarry justice and thereby commit 
high crimes and misdemeanors, then I should 
be impeached and removed and my successor 
should be given the opportunity to undo my 
errors through future decisions. Since, even 
as a judge, I am obviously mot God or even 
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close to being Him, I should be given a 
wide latitude for slight miscarriages; the 
Constitution provides for this. But when I 
go beyond the bounds of all sane reason, 
there should be no question as to the course 
to follow. Why impeach a madman’s deci- 
sions and leave the madman to make more 
such decisions, some of which might be al- 
lowed to stand? 

With our present sad state of affairs in 
which there is no courage in the Congress 
nor, it seems, in other leaders concerned with 
our very real problem of having a set of 
Supreme Court justices who often give the 
impression of being worthless and unprin- 
cipled, there is but one consolation: The 
justices are themselves a part of the popula- 
tion whose welfare they so readily spurn and, 
as such, will share the results of their im- 
prudence. 

For constitutional government, 

—L. E. SHEPPARD, JR., 
Agricultural engineer, 
Corpus Christi, Texas. 


y 
Mr. Pahle’s Reaction 


.. Note: After an opportunity to 
read Mr. Swidler’s foregoing letter, Mr. 
Pahle, in a letter to the editors, stated that 
he did not think anything would be gained 
by engaging in any debate on the several 
points of controversy covered, particularly 
as to matters of opinion or degree or in- 
dividual impression. But he did point out 
that “While writing my article, I personally 
obtained through the TVA 100 pine seed- 
lings for the expressed purpose of landscap- 
ing. These trees presently serve as a ‘fence’ 
along my rear property line.” Mr. Pahle ob- 
erved that if farmers were reimbursed for 
57 per cent of the wholesale price of fer- 
tilizer, then it must follow that “43 per cent 
was not paid for, and was free.” 

Mr. Pahle gave as his own opinion that 
conservation and resource development might 
be better taken care of by the existing De- 
partments of Agriculture and Interior of the 
federal government, rather than the addi- 
tional activity of a federal power authority. 
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Public Power Planks for ’60? 


HEN Democratic Chairman Paul 
Butler announced earlier this month 
that he was arranging a series of so-called 
“preconvention hearings” in a half-dozen 
or more cities during the coming spring, 
it should have served to remind folks in 
the electric power field that some precon- 
vention planning on the subject of federal 
government power activities has already 
been going on. There was that three-day 
meeting at Albuquerque, New Mexico, 
billed as the Western States Democratic 
Conference but at which C. Girard David- 
son and his Natural Resources Committee 
seemed to provide most of the agenda. 
Davidson, Assistant Secretary of In- 
terior under the Truman administration 
and Democratic national committeeman 
from Oregon, outlined a program which 
was endorsed by Democratic leaders in 13 
western states, with the definite expecta- 
tion that it will provide various planks for 
the national Democratic platform at the 
national convention in Los Angeles next 
July. What is more, Davidson, when 
asked if he thought all present Democratic 
candidates would accept such a program, 
answered that he did. He also added sig- 


MARCH 31, 1960 


Washington and 


the Utilities 


nificantly, “We would not nominate a 
candidate who would not support the pro- 
gram that we propose.” 

The main feature of the formal resolu- 
tion adopted by the Albuquerque meeting 
proposed the development of “regional 
giant power systems,” utilizing all the 
electricity sources, including nuclear. The 
resolution called for the establishment in 
the Pacific Northwest of a “regional 
agency to enable full, comprehensive de- 
velopment of the Columbia river and to 
provide the region’s utilities with low-cost 
wholesale power.” 


mN “energy subgroup” of Davidson’s 
committee offered the most specific 
recommendations, as compared with some 
compromises and generalizations in the 
fields of water, public lands, conservation 
and recreation, pollution, and minerals. 
Harry Wall of Lewiston, Idaho’s 
national committeeman, is chairman of the 
energy subgroup, but he was not present at 
the conference because of illness. Primary 
work on the energy report advocating 
regional public development of electric 
power was done by Gus Norwood, Van- 
couver, Washington, executive secretary 











of the Pacific Northwest Public Power 
Association and committee consultant. 


HE energy report put the conference 

in support of federal construction of 
atomic power plants and pledged “pro- 
tection of this atomic investment as part 
of the public domain.” Davidson said the 
report of the Natural Resources Commit- 
tee will be presented to the Platform Com- 
mittee at the Democratic national conven- 
tion at Los Angeles in July. He added that 
“the background papers will serve as a 
Democratic handbook for the candidates 
in the West,” and “will be a guide for the 
new Democratic administration which will 
take office in 1961.” The energy report 
said : 


We will adopt policies on utility 
financing and regulation which will en- 
able the country to take full advantage 
of giant power technology, and assure 
the American consumer the benefits of 
modern and efficient low-cost electric 
power supply. 


It added that “specifically” the Demo- 
cratic party would: 


Foster development of efficient re- 
gional giant power systems from all 
sources, hydro, thermal, and nuclear, 
with utility responsibility to supply low- 
cost electricity at wholesale to all retail 
electric systems—public, private, and 
co-operative. 

Provide full support for “yardstick” 
competition in the otherwise monopolis- 
tic power industry, through continua- 
tion of low interest rate loans to rural 
electric co-operatives for distribution, 
transmission, and generating facilities, 
enforecement of the antimonopoly pref- 
erence clause in marketing federal 
power, and co-operation with local pub- 
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lic and co-operative systems in utiliz- 
ing federal transmission facilities to 
provide efficient power supply .. . 


The report said the party would “sup- 
port the highly successful conservation and 
electric power programs of the TVA,” and 
support research and development in the 
field of conventional fuels, including oil 
shale deposits. 


r preliminary remarks prior to adoption 
of the full report of the committee, 
Davidson said the “Eisenhower-Nixon 
record in the resources field has been a 
pitiable tale of delay, indifference, ad- 
ministrative sabotage, and ‘giveaway’ 
bordering on corruption.” 

He cited what he called the “Hell’s 
Canyon fiasco,” the Al Serena “giveaway 
of millions of board feet of timber under 
the thin disguise of a mining claim,” the 
“corrupt” Dixon-Yates “scheme to attack 
the TVA,” the granting of oil leases in 
wild-life and game refuges, failure to take 
the lead in pollution abatement programs, 
“pigeonholing by the administration of its 
own recreation programs, false economy 
in financing timber-access roads,” and 
“penny pinching in research on all re- 
source problems.” 

Davidson proposed the creation of a 
council of natural resources advisers to be 
appointed by the President to aid him in 
preparing an annual report on natural re- 
sources, the report to be reviewed by a 
special joint congressional committee. He 
would finance dam building and what he 
called “self-supporting resource pro- 
grams,” with a capital budget and “‘other 
recognized business methods.” In a pre- 
amble to its report, the committee said: 


We favor the best use of our natural 
resources. Generally, this means adop- 
tion of the multiple-purpose principle to 
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achieve full development. Best use in 
cases may be a single use. 


Reon caleaabiomtnna CoMMITTEE” of 
the Western States Conference called 
on the “federal government to formulate 
an incentive program specifically related 
to all forms of transportation to provide 
for the development of transportation and 
terminal facilities, capital investment in 
real and personal assets for future growth 
and needs of the West, together with a 
realistic modernization and revision of tax 
structures as they relate to the transporta- 


tion industry.” 
5 


High Mountain Sheep Dam 
Hearings 
oe prior to scheduled hearings before 
the FPC in Washington, the High 
Mountain Sheep project got off to a good 
start in Salem, Oregon, on March 5th 


when it was unanimously endorsed by the 
Oregon Water Resources Board. This was 
a formal order declaring the Pacific 
Northwest Power Company’s plan for the 
Middle Snake river development would 
be “in the public interest.” The FPC hear- 
ings, originally slated for March 21st, 
were delayed following the filing of an ap- 
plication for a Nez Perce project license 
by 13 Washington public utility districts, 
which asked consolidation of FPC hear- 
ings with the High Mountain Sheep dam 
project application. 

A policy statement accompanying the 
order, which directs the Oregon Hydro- 
electric Commission to issue a license for 
the project, said the “Middle Snake should 
be developed at the earliest opportunity 
to meet the anticipated energy require- 
ments of the state of Oregon.” Utilization 
of these waters of the Snake and the 
Imnaha rivers for power production, flood 


control, recreation, navigation, and fish 
life will represent the highest public bene- 
fit to the state, it was said. 

The board held lengthly public hear- 
ings and said its engineering staff had 
compared the investor-owned utility com- 
panies’ proposal for the High Mountain 
Sheep system with one including Nez 
Perce, which is advocated for federal de- 
velopment by public power partisans. The 
board stated : “The High Mountain Sheep 
system would produce greater prime 
energy and greater dependable capacity.” 


€ 
NARUC Gas Rate Group 


RAWFORD PILCHER, Georgia Public 
Service commissioner, has been 
named by the National Association of 
Railroad and Utilities Commissioners to 
be chairman of a committee of eleven to 
make a nation-wide study of natural gas 
rate increases. Pilcher and the Georgia 
commission were prime movers. 

Pilcher declared that “there is no for- 
mula for the FPC to hear any of these 
cases. The FPC has got to blaze a trail for 
dealing with the producers.” At present 
the FPC has about 3,000 rate hike appli- 
cations pending before it, where the in- 
creases already are in effect. 

Representative Hechler (Democrat, 
West Virginia) has introduced the latest 
bill (HR 10753) to prevent gas rate in- 
creases not expressly authorized by the 
FPC. It is similar in pattern to an earlier 
measure (HR 10309) by Representative 
Brock (Democrat, Nebraska) introduced 
last month. Hechler, a critic of FPC regu- 
lation of gas, said that within a short time 
he would introduce a resolution calling for 
a congressional investigation of “this 
intolerable and chaotic situation.” HR 
10573 has been referred to the Commit- 
tee on Interstate and Foreign Commerce. 
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Telephone and 
Telegraph 


New FCC Chairman Favors 
“Payola”’ Crackdown 


gare aaid Eisenhower’s appointment 
of Frederick W. Ford to serve as chair- 
man of the Federal Communications Com- 
mission is not expected to cause any major 
changes in the operation of the commis- 
sion. He is known, however, to favor a 
clear definition of “payola” and then 
crack down on the practice. His predeces- 
sor, former Chairman John C. Doerfer, 
aroused some criticism when he tended to 
discount the importance of the “payola” 
scandal. 

The new chairman of the FCC was ap- 
pointed as commissioner in 1957. He has 
a background of nearly a score of years 
of legal, regulatory, and administrative 
service with various government agencies. 
Prior to his serving as an FCC commis- 
sioner, he had seen service in the Justice 
Department and also on the FCC legal 
staff. 

Chairman Ford was born in Bluefield, 
West Virginia, and received his college 
and legal education from West Virginia 
University (AB, ’31; LLB, ’34). He prac- 
ticed law in Clarksburg before entering 
government service with the old Office of 
Price Administration in 1942. During 
World War II he became an Air Force 
Major and returned to the Office of Price 











Administration in 1946 to become a hear- 
ing commissioner. He first joined the FCC 
legal staff in 1947, and then temporarily 
switched to the Justice Department in 
1953 where he served as Assistant Deputy 
Attorney General. He came back to the 
FCC at the top level with a full term ap- 
pointment from President Eisenhower in 
1957 to succeed former FCC Commis- 
sioner George C. McConnaughey. His 
present term expires June 30, 1964. 


| eign resignation as chairman of 
the commission was to “avoid pos- 
sible embarrassment” to the Eisenhower 
administration. The controversy over 
Doerfer was touched off when he testified 
before the House Subcommittee on Legis- 
lative Oversight that he had taken an At- 
lantic cruise with the owner of several 
radio and TV stations. He maintained, 
however, that there was nothing improper 
in his action and that such friendships “do 
not imperil the integrity of either the gov- 
ernment official or the member of indus- 
try.” President Eisenhower, in a letter 
accepting the resignation, told Doerfer 
that he had served the commission “tire- 
lessly, loyally, effectively—and with dedi- 
cation.” Not even his critics questioned 
Doerfer’s personal integrity, ability, or ac- 
complishments. 
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Prior to his resignation Doerfer had 
been asked by Subcommittee Chairman 
Harris (Democrat, Arkansas) to reveal 
how many radio and TV stations which 
had filed sworn statements had reported 
that their employees had received under- 
the-table payments for playing certain 
records. Doerfer would not specify the 
number, but said that more than half of 
the stations reported they received free 
records from manufacturers or distribu- 
tors. He revealed that he had sent a letter 
to the Justice Department in which he said 
that four Boston area radio stations and 
one in New Orleans “may have had finan- 
cial arrangements with various record dis- 
tributing companies which may be con- 
trary” toa section of the Communications 
Act. The section of the act to which he 
referred prohibits broadcasting of paid 
material without announcing the sponsor. 

Representative Moss (Democrat, Cali- 
fornia), just prior to the resignation, 
seems to have summed up the criti- 
cism of Doerfer when he referred to his 
acceptance of questionable hospitality and 
stated that he was a “reluctant regulator” 
of the broadcasting industry. 

Doerfer had been appointed to the com- 
mission in 1953 and President Eisenhower 
then named him chairman in 1957. His 
four-year term would have expired in 
1961. 

The Doerfer resignation is the second 
FCC resignation due to the House Sub- 
committee on Legislative Oversight. The 
first was Richard A. Mack, who resigned 
from the commission when the subcom- 
mittee questioned certain gifts and loans 
from a Miami attorney. 

¥ 


New Interest in Pay TV 


"igen tests being conducted by the 
International Telemeter Company in 


a suburb of Toronto, Canada, have 
aroused new interest in pay TV. The re- 
newed interest has extended to the United 
States where Zenith Radio Corporation 
and “another large company” will ask that 
the Federal Communications Commission 
grant permission to test subscription TV 
in an undisclosed area of the nation. 

The Canadian test is being conducted 
in Etobicoke, a suburb of the city of 
Toronto. At the present time 3,000 sub- 
scribers have paid $5 to have coin boxes 
installed on their TV sets. Three channels 
are offering first run movies and top sport- 
ing events at a cost of $1 per show. 

The greatest innovation, from the view- 
er’s standpoint, is the absence of any sort 
of commercials. This, of course, improves 
the viewing of dramatic productions, 
which are now fragmented by frequent 
commercial breaks. 


HE programs are transmitted over 

cable and the TV set will continue to 
bring in standard TV broadcasts. Com- 
pany officials believe that the next step 
will be expansion into Long Island, De- 
troit, or possibly Los Angeles. In effect, 
this Canadian system is a closed circuit 
method of transmission. 

Zenith Radio Corporation, in announc- 
ing that it will ask the Federal Communi- 
cations Commission for permission to test 
pay TV, noted that its proposed system 
would also be commercial free. However, 
the major difference will be that the Zenith 
system will not use cables for transmis- 
sion. The Zenith system would broadcast 
a “scrambled” TV picture which would 
come into focus when the correct amount 
of money is deposited in an attached coin 
box. 

In this country the Federal Communi- 
cations Commission and Congress have 
not voiced any open opposition to pay TV. 
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Financial News 
and Comment 


By OWEN ELY 





Bull Market Over—or 
Merely Resting? 


geen adherents of the Dow theory 
reported that “‘the rails had confirmed 
the industrials” and the New York Her- 
ald Tribune headlined “Bull Mart Ends 
Ten-year Reign.” But according to Time, 
anyone following the Dow theory’s buy 
and sell signals since 1929 would have 
been wrong 15 times out of 24. Rails now 
make up less than 5 per cent of the value 
of listed stocks compared with 50 per cent 
at the time the theory was evolved by 
Charles H. Dow back in the 1880’s. 
Other observers feel that the recent 13 
per cent drop in the Dow industrial av- 
erage is merely a “healthy reaction,” sim- 
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ilar to that of 1957 when the averages 
dropped 100 points or 19 per cent (from 
520 to 420). At that time it took the mar- 
ket nearly two and one-half years—from 
about April, 1956, to September, 1958— 
to “digest” the three-year previous spurt 
from 255 to 521. Similarly, there had been 
a period of digestion in 1952-53 but with- 
out the extreme moves characterizing the 
later periods. Going back still further, if 
we date the bull market from 1942 it took 
over three years during 1947-49 to get 
the market rolling again after its run-up 
from 93 in 1942 to 213 in 1946. 


HUS, while the present bull market 

may not have reached its eventual top, 
it seems entitled to a period of digestion 
which might last through 1960-61, and 
if precedent is followed there may be con- 
siderable backing and filling. Whether it 
can resume its upward move later on 
seems somewhat dependent on the policies 
of the new President elected in 1960, as 
well as by the complexion and policies of 
the new Congress. Inflation has been 
pretty well slowed down for the time be- 
ing by President Eisenhower, Treasury 
Secretary Anderson, and FRB Chairman 
Martin. This, along with the fact that 
bonds yield more than stocks, seems to be 
the main consideration which has given 
the market pause. 
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Moreover, while there is little to com- 
plain of regarding business activity, it is 
not quite as booming as anticipated earlier. 
The weekly business indices of The New 
York Times and Business Week remain 
reasonably near their tops but there are 
indications of a slight downtrend. Steel 
production is slipping off to 91 per cent 
and there have been a few cutbacks in 
auto production. New orders are reported 
slightly disappointing, and commodity 
prices have been weakening. On the other 
hand, instalment debt has increased sharp- 
ly ($5.3 billion in a year) and manufac- 
turing inventories have risen to a two-year 
peak. Housing starts are down (as antici- 
pated) but capital spending remains ex- 
cellent—in fact, it is the main bulwark 
of business. 

Electric utility stocks have behaved 
quite well, as indicated in the chart on 
page 477. Utility “growth stocks” are near 
their record highs—along with some of 
the electronics favorites—and have not 
shared the recent fate of many industrial 
blue chips. The improved tone of the bond 
market has doubtless been a supporting 
factor for utility stocks. 


= 
Moss Committee’s Mysterious 


Chart on U.S.S.R. 1975 
Power Capacity 


HE EE] Bulletin for February con- 

tains a summary of the book pub- 
lished by the institute, entitled “A Report 
on U.S.S.R. Electric Power Develop- 
ments, 1958-1959,” an account of the 
investigations by two groups of American 
electric utility executives in Russia. The 
Bulletin (page 35) contains a chart pro- 
jecting electric power capacity of the 
U.S.A. and U.S.S.R. to 1965. The subject 
was also covered in the P.U.R. Letter of 
January 8th and the March 3rd issue of 
the FoRTNIGHTLY. 
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In January two House and Senate com- 
mittees sponsored a 174-page “Report and 
Staff Studies” on the U.S.S.R. power pic- 
ture. The summary and _ conclusions, 
signed by Senators Moss, Gruening, and 
Muskie, stated on page 2: 


The U.S.S.R. is catching up with the 
U. S. in electric power production, the 
basic field in which supremacy counts 
heavily in peaceful economic competi- 
tion or in event of war. Although 
the U. S. is still far ahead, with 142 
million installed kilowatts at the be- 
ginning of 1959, compared with 53 
million in the U.S.S.R., the Russians 
could overtake us in 1975—in fifteen 
years—unless we speed up or they slow 
down. 


After thus “viewing with alarm” the 
relative growth of power capacity in the 
two nations, the three Senators urged “an 
accelerated effort in the United States to 
develop fully our water resources with 
particular attention to utilization for pro- 
duction of hydroelectric power the water 
now wasting into the seas.” They also pro- 
posed a Senate study as to “How the plan- 
ning function in the electric power indus- 
try can be rationally established on a 
national basis to assure the early and con- 
tinued maximum application of the latest 
scientific techniques and the fullest pos- 
sible use of our thermal and atomic fuel 
resources, our hydroelectrical potential, 
and our geographically limited supplies of 
water.” 


H-’ did the Senators reach their con- 
clusion that the U.S.S.R. would 
catch up with the U.S.A. by 1975? This 
apparently is explained by the chart on 
page 45, “Present and Projected Power 
Plant Capacity Kilowatts of U.S.A. and 
U.S.S.R.,” which we reproduce on page 
479. The chart indicates that in 1958 the 
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U.S.S.R. had slightly more than one-third 
of the U.S.A. capacity, while by 1965 this 
would increase to 49 per cent. These fig- 
ures are not too far out of line with the 
corresponding chart published in the EEJ 
Bulletin, which does not attempt to pro- 
ject beyond 1965. 

The Moss chart adds another ten years 
—1965-75—showing that by that time 
Russia will have caught up with the U. S. 
But the chart extension for the U.S.S.R. 
in 1965-75 does not appear in line with 
the legend “Projected annual rate 1958 
to 1975 8,857,000 kilowatts in U.S.S.R.” 
compared with a similar annual figure of 
10,660,000 kilowatts in the U.S.A. If 
the chart draftsman had followed this 
legend, the U.S.S.R. capacity would have 
approximated only 202 million kilowatts 
in 1975 instead of 338 million. The chart 
man apparently forced the U.S.S.R. rate 
of growth during 1965-75 up to 22.5 mil- 


e 


lion kilowatts per annum, which is 2.6 
times the growth rate indicated in the 
legend for the whole period 1958-75. 

Where did this strange projection for 
1965-75 originate? If the chartist was 
correct, is not the legend in error—or vice 
versa? There does not appear to be any 
explanation in the text as to how the Rus- 
sians could be expected to “speed up” so 
rapidly after 1965. Does not the commit- 
tee owe the public a further explanation 
of this chart, which is the keystone of its 
conclusions? 


¥ 


Electric Autos Might Double 
Use of Electricity 


HE scholarly address by Charles 
Hochgesang, editor of Electrical 
World, before the AIEE in January, fol- 
lowed by the story in the March 12th 
Saturday Evening Post, has stimulated 


FEBRUARY UTILITY FINANCING 
PUBLIC OFFERINGS OF ELECTRIC AND GAS UTILITY SECURITIES 


Description 
Amount 
(Mill.) 
Bonds and Debentures 


Cons. Natural Gas Deb. (s.f.) 5s, 1985 
Texas Electric Service S.F. Deb. 54s, 
1985 


Duke Power Co. Ist & Ref. 53s, 1990 

Duquesne Light Co. S.F. Deb. Ss, 2010 

Public — of Oklahoma Ist (s.f) 
5s, 1 

a ee PAL. Ist (s.f.) 53%, 1990 . 


Preferred Stocks 
Brooklyn Union Gas 54% (s.f.) Pfd. 


Date 
2/9 = 
2/10 
2/19 
2/25 
2/25 


2/26 


50 
20 
12 


25 


2/25 15 
Common Stocks—O ffered to Public 
Tampa Electric 

Tenn. Gas Transmission 

Carolina Natural Gas 


2/3 6 
2/16 55 
2/25 1 


Price 
To 
Public 


100.71 


Aver. Yield 
For 
Securities 
Of Similar 
Quality 


Success 
O 


f 
Moody Offer- 


Under- Offer- 
writing ing 
Spread Yield Rating ings 


.78C 


.70C 
79C 
.78C 


.78C 
74C 


4.62% 


4.99 
4.59 
4.64 


4.64 
4.64 


4.95% 


5.10 
4.97 
4.95 


5.08 
5.10 


1.75N Earns.- 


Price 

Ratio 
2.07 3.5% 
Size 5.6 


87N 
1.75N 
N 


C—Competitive. N—Negotiated. a—The issue was reported well received. c—It is reported the issue 
sold somewhat slowly. d—It is reported the issue sold slowly. 


Source, Irving Trust Company 
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new interest in the potentialities of the 
electric automobile—despite the debacle 
with the Stinson “Charles Town-About” 
car. Apparently the latter has not dis- 
couraged Chairman “Pat” England of At- 
lantic City Electric and other utility execu- 
tives, who realize the tremendous load po- 
tential for the utility industry if even a 
portion of our present “gas buggies” 
should be supplanted by the electric bat- 
tery-type car, which would be recharged 
nightly by merely plugging in to an electric 
connection. 

Mr. Hochgesang worked out some sta- 
tistics which show that if the electric car 
had won the race that took place early in 
the century among the gas-engine car, the 
steam-driven auto, and the electric—and 
assuming that each mile of vehicle travel 
uses one kilowatt-hour of central station 
energy (through the medium of charged 
batteries)—-some 625 billion kilowatt- 
hours per annum would be needed for 
automotive “fuel” or about as much as 
generated for all purposes in 1958. In 
other words, the electric utilities would 
have to double their present size regard- 
less of other growth. 

He admits that this is still a dream, 
though a very lively one. There are other 
scientific alternatives to charging the bat- 
tery. Perhaps a fuel cell can be developed 
and used by the electric automobile—but 
in that case the electric utilities would not 
get any of the business—the energy would 
come from filling the car tank, the same 
as now, but with a somewhat different 
fuel. Also, an electric generator might be 
developed—powered by a prime mover or 
a fuel cell—which would supplement the 
storage battery and take care of peak de- 
mands; and in this case the battery might 
be recharged from the fuel cell. 


n 1900 electric cars ran neck-in-neck 
with steam, and gasoline was a poor 
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third; but by 1905 they accounted for only 
12 per cent of all cars and in 1910 only 
2 per cent. Unfortunately, the electric auto 
succumbed to its reputation as an “old 
lady’s car.” The electric truck lasted much 
longer, and production of these ended in 
1933—although a few are still used. 

According to Mr. Hochgesang the 
financial difficulties encountered by the 
Stinson car have not discouraged the util- 
ities: Some 80 per cent of the 55-odd 
orders placed for the new Eureka-Wil- 
liams electric are from companies which 
were “burned” by the Stinson episode. 
Some utility companies are planning to 
buy electric trucks and cars for their own 
use. 

The ladies are said to be using their hus- 
bands’ electric golf carts for routine er- 
rands about town—a small electric car 
should have a good market for such use, 
even if it does not supplant the gas auto 
for long-distance trips. It can be easily 
parked, has no fumes, and is inexpensive 
to operate. In fact, J. C. Furnas in The 
Saturday Evening Post story reports that 
“with streamlined bodies and updated in- 
nards, new electric trucks and passenger 
cars are rolling now in Atlantic City, De- 
troit, Cleveland, and Spokane, and in sev- 
eral towns of France and England.” 
Latest reports are that two Eureka-Wil- 
liams cars are on view at the current utility 
convention at Boca Raton. 


¥ 


U.S. Gas Reserves Up 3 Per 
Cent, Canadian 14 Per Cent 


gies recoverable reserves of natural 
gas in the United States reached a new 
high of 262.6 trillion cubic feet in 1959. 
Additions to reserves totaled 20.9 trillion 
cubic feet, including newly discovered re- 
serves of 5.8 trillion and extensions and 
revisions of previous estimates amounting 
to over 14.9 trillion. After deducting the 
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12.4 trillion cubic feet gas consumed, there trillion cubic feet in 1958 to 26.6 trillion 
was a net increase for the year of 8.5 tril- in 1959, after allowing for net production 
lion cubic feet. Texas and Louisiana main- of about 0.5 trillion. New discoveries in 
tained their leadership; the two states ac- Canada approximated 0.8 trillion cubic 
count for over two-thirds of reserves and feet, with extensions and revisions ac- 
showed the greatest increases last year. counting for nearly 3 trillion. 

Since 1948 the U. S. reports have in- The American Gas Association commit- 
cluded gas stored underground by utility tee pointed out that it is often not possible 
companies in proved reserves. The net to estimate the total reserves of a field 
increase in underground storage last year in the year of its discovery. Satisfactory 
was 161 billion cubic feet. estimates can be made only after there 

Canadian reserves increased from 23.3 has been sufficient drilling and experience. 

FINANCIAL DATA ON GAS UTILITY STOCKS 
_ 
: ncr. Ppros. 

Annual 3/9/60 Divi- Recent In Sh. Price. Div. Common 

(ita) Avot ‘Kote Wiel” Horeings renee 395050 Rams ‘sah ibevlty 

Pipeline and Integrated Systems 

$ 5 O Ala, Tenn. Nat. Gas.... 26 $1.20(k) 4.6% $1.53Se 13% 11% 170 78% 40% 
227 S_ American Nat. Gas...... 57 2.60(L)4.6 4.55De 12 4 2s Sf 4 
76 A Arkansas Louisiana Gas. 33 1.00 3.0 1.60Se 44 55 206 63 50 
55 O Colo. Interstate Gas .... 47 125 2.7 2.84Se NC 8 165 44 24 
465 S Columbia Gas System .. 20 1.00 5.0 1.40De 1 6 14.3 71 43 
7 O Commonwealth Gas ..... 6 —_ — 49Det 22 — 12.2 _ 77 
19 O Commonwealth N.G.... 21 100 48 1.57Se D4 10 134 64 47 
12 S Consol: Gas Val. ....... 23 .90(b) 3.9 1.480c 5 15 iS5 661 59 
304 S Consol. Nat. Gas ....... 43 220 5.1 3.09De D3 9 139 71 59 
368 S El Paso Nat. Gas ...... 27 361300 = 4.8 1.61De¢ D2 — 168 81 17 
50 S Equitable Gas .......00 4 5 S$: 2.54De 9 5 13.4 69 44 
$6 © Houston N. Gi 2.0.00. 31 80 2.6 1.520c 3 9 204 53 20 
21 O Kansas Nebr. Nat. Gas. 47 2.00 43 3.510c 20 6 13.4 57 36 
MS S$ done Star'Gas....<..cc<s 37. 180 49 2.32Se 2 8 159 78 43 
77S Miss. River Fuel ....... 31 1.60 5.2 2.08Ma NC 5 149 77 48 
28 S Montana Dakota Util.... 27 1.20 44 1.860c 13 2 45 6 2 
26 O Mountain Fuel Supply .. 23 120 52 1.76Je 7 3 13.1 68 51 
54S Nats Buel Gas ........ 23 1 ae 1.91De 30 6 120 60 56 
159 S Northern Nat. Gas ...... Zw 40 52 1.92De 19 7 14.1 73 32 
43 S Oklahoma Nat. Gas .... 26 124 48 1.95De 11 5 13.3 64 34 
121 S Panhandle East. P. L... 43 180 42 2.74Detr — 2 157 66 40 
15 O Pennsylvania Gas ...... 25 120 48 2.13Det D2 a He Se S39 
226 S Peoples G.L. & Coke... 58 230 4.0 4.04De 33 8 144 S7 43 
26 O Pioneer Natural Gas... 42 160 38 2.81De 27 9 149 87 43 
104 S Southern Nat. Gas ..... 35 200 5.7 1.59Deff D18 — 220 12 43 
41 O Southern Union Gas... 24 112 47 1.50De 7 Ss 60 2 <2 

463 S Tenn. Gas Trans, ...... 35 1.65 47 1.93De os 17 181 86 26 

296 O Texas East. Trans. .... 26 140 5.4 2.02De D13 4 129 69 2i 

104 S Texas Gas Trans, ...... 30 140 47 2.15Se 14 3 1440 65 = 31 

115 O Transcont, GasP.L.... 20 1.20(b) 6.0 1.25De 8 13 148 9% 19 

318 S United Gas Corp. ....... 31 150 48 2.39Se D1 4 130 6 £42 

Averages ......... 4.6% 8% 9% 15.1 70% 
Retail Distributors 
34 S Alabama Gas .......... 28 $1.60 5.7% $185De D15% 1% 15.1 88% 35% 
57 O Atlanta Gas Light ...... 36 1.80 5.0 2.49De 13 6 14.5 Ze 
3 © Berkshire Gas ......3... 18 1.09 5.6 1.16N D7 6 15.5 86 83= 41 
7 A Bridgeport Gas ........ 30 1.68 5.6 2.23Se 10 7 13.5 71 46 
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Aver. 

Incr. 
d re oo “ yo i - Sh. ee. 
: rice en pprox. are arns. Earns. 
(Continued) Ab Rate Yield| Earnings crease 1954-59 Ratio 


yt 
we 


1.30Det 18 14.6 
1.67De 6 15.6 
1.83De 9 13.1 
.75Se 13 18.7 
.26N 
2.670c 
2.81De 
2.45]e 
2.08De 
1.50Ja 
1.10Se 
1.48Se 
1.96Se 
1.98Se 
1.25Se 
3.07 Det 
1.21De 
1.80De 
91Je 
*1.31De 
2.64De 
.73Se 
2.31 Det 
.660c 
38Je 
1.22Se 
1.28N 


Brockton-Taunton Gas .. 1.00 
Brooklyn Union Gas .... 

Central Elec. & Gas .... 

Cent. Indiana Gas 

Chattanooga Gas ....... 
Elizabethtown Gas 

Gas Service 

Hartford Gas 

Haverhill Gas 

Indiana Gas & Water .. 

Laclede Gas 

Mich. Gas Utils. 

Minneapolis Gas 

Miss. Valley Gas 

Mobile Gas Service . 

New Haven Gas 

New Jersey Nat. Gas ... 

No. Illinois Gas 

North Penn Gas ....... 

Northwest Nat. Gas .... 

Pacific Lighting 

Piedmont Nat. Gas 

Portland Gas Lt. 

Providence Gas 

Rio Grande Valley Gas . 

So. Atlantic Gas 

So. Jersey Gas 

United Gas Impr. ...... 3.39De 
Wash. Gas Light 3.50De 


Wash. Nat. Gas 0 (g) 1.35Se 
139Se D5 


11% 8% 
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RECENT FINANCIAL DATA ON TELEPHONE, TRANSIT, AND WATER STOCKS 


Aver. 

Incr. Approz. 
3/9/60 Divi- Recent In Sh. Price- Div. Common 
Price dend Approx. Share % In- Earns. Earns. Pay- Stock 
About Rate Yield Earnings crease 1954-59 Ratio out Equity 


Communications 


American T.& T. (Cons.) 86 $3.30 8% *$5.19De 15% 4% _ 
Bell Tel. of Canada .... 2.20 : 2.39De 12 8.8 
Cin. & Sub. Bell Tel. .. 4.50 J 5.57De ep 
Mountain Sts. T. & T... 6.60 E 9.88N 17.8 
1.72 i -y 16.3 
1.14 : 19.0 


? 7 
So. New Eng. _* ea : : 16.4 
Averages : 17.3 


Independents 


Anglo-Canadian Tel, ... . : E 21% 
British Col. Tel 45 I : 77 — 
Calif. Inter. Tel. 14 : E : NC 
Calif. Water & Tel. 3 : ; Z 
Central Tel. 21 ‘ : : 5 
Commonwealth Tel. : : 35) 15 
Florida Tel. 2 ; : : — 
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FINANCIAL NEWS AND COMMENT 






Aver. 





= Incr. z Appros. 
Annual - 3/9/60 Divi- Recent In Sh. Price- Div. Common 
Rev. ( Cont inued) Price dend Approx. Share % In- Earns. Earns. Pay- Stock 
(Mill.) About Rate Yield Earnings crease 1954-59 Ratio out Equity 














1,080 S General Tel. & Elec. .... 72 220 3.1 3.24De 11 10 222 68 43 
22 O Hawaiian Telephone .... 20 100 50 *1.26Ja 4 15.9 80 49 

8 O Inter-Mountain Tel. .... 16 80 50 77De = D15 — 208 104 53 

23: S Rochester Tel. ....06.03 25 100 4.0 1.59Je 16 4 5:7 68 +33 
11 O Southwestern St. Tel. .. 22 1.20 a5 1.36Je D114 — 16.2 88 37 
13 O Telephone Serv. of Ohio 145 2.80(q) 1.9 8.78De 22 8 17.6 32 30 
38 O United Utilities ........ 38 1.45 3.8 2.09De 25 3 182 69 36 
16 © West Coast Tel, ...<060 24 1.20 5.0 1.54Se 30 — 15.6 78 32 
276 S Western Union Tel. .... 49 140 2.9 2.59De 31 15 189 54 8&7 





6% 





AVOTORES \. ccs scse:s ; 17% 





Transit Companies 


















20 O Baltimore Transit ...... 8 $100 125% $ 58Def D43% — 13.8 172% 48% 
12 O Cincinnati Transit ...... 7 30 8 43 1De 193 — i 56 
65 S Fifth Ave. Lines ...... 17 50). 26 02Det¢ D99 — —- — 7 
305 S Greyhound Corp. ....... 20 ~=1.00(p) 5.0 181De D5 — 1065S 5 
25 S Nat City Lines ......... 28 200 7A 1.69Det D38 — 166 118 94 
13 O Niagara Frontier Trans. 11 60 54 10Det D87 ~- —- — 67 
17 A. Pittsbursh Rys. ........ 11 2) » 2a .03Se a = —- — 9 
6 O Rochester Transit ...... 6 40 6.7 86Det 34 9 7.0 47 100 
ZO) Ste Vous Bo Se.o esses 11 100 9.1 .77De 13 — 143 130 97 
is S twin iy Kol... cocci 8 —- — 59De 146 — 136 — 65 
19 © UWhited Transit. .6.56 6% 7 70 10.0 89De 18 a 4 IR. SS 
VETOES 1s'0 sdid:sisiness 6.5% D12% — 117 93% 
Water Companies 
Holding Companies 
43 S American Water Works 19 $.80 4.2% $1.46De UY% — 13.0 55% 19% 









Operating Companies 

















5 O Bridgeport Hydraulic... 33 $1.70 5.2% $1.75Det D15% 2% 189 97% 53% 
17 O Calif. Water Service .... 24 1.20(j) 5.0 1,73}a 4 6 13.9 69 37 
4 O Elizabethtown Water... 53 240 45 3.78Det D3 11 140 63 59 
11 S Hackensack Water ..... 49 2.40 49 4.14Se NC _— 17 58 35 
9 O Indianapolis Water ..... 26 100 38 1.22Det D4 5 203 82 36 
6 © Jamaica Water ......... 40 2.20 55 3.21Se D4 1 124 69 27 
5 O New Haven Water .... 67 3.40 5.1 3.32Deft 9 5 20.2 102 61 
2 O Ohio Water Service .... 28 1.50(b) 5.4 1.75Se a —_ 16.0 86 31 
9 O Phila. & Sub. Water .... 47 1.60(e) 3.4 2.75Je D7 —_— 17.1 58 27 
3 O Plainfield Un. Water.... 21 1.10 4.8 2.31De 44 12 9.1 43 66 
5 © San Jose Water ........ 32 130 4.1 2.25De 13 10 142 58 41 
11 O Scranton-Springbrook .. 23 1.20 52 1.63Se 4 4 14.1 44 25 
5 O South. Calif, Water .... 19 100: . 5.3 1.32Se 20 6 144 76 33 
4 O W. Va. Water Service .. 21 .80(d) 3.8 1.80De 23 — 11.7 44 18 
Averages s<ckesisen 4.7% 7% 4% 150 63% 





A—American Stock Exchange. O—Over-counter or out-of-town exchange. S—New York Stock Exchange. 
Ja—January; F—February; Ma—March; Ap—April; My—May; Je—June; Jy—July; Au—August; Se— 
September ; Oc—October ; N—November ; De—December. NC—Not comparable. NA—Not available. D— 
Decrease. *On average shares. **Includes tax savings from accelerated depreciation. (a)—Adjusted to elim- 
inate 13 cents per share of nonrecurring tax savings. (b)—Also 20 per cent stock dividend January 15, 1960. 
(d)—Also 1 per cent stock dividend quarterly. (e)—Also 3 per cent stock dividend January 7, 1960. (g)— 
Five per cent stock dividend April 10, 1959. (i)—Also 5 per cent stock dividend December 29, 1958. (j)— 
Also 5 per cent stock dividend March 19, 1959. (k)—Also 20 per cent stock dividend March 9, 1959. (L)— 
Also 10 per cent stock dividend June 10, 1959. (m)—Also 10 per cent stock dividend January 15, 1960. 
(n)—Excludes profit realized on sale of Los Angeles Transit $3.81 per share. (p)—Also 5 per cent stock 
dividend June 30, 1959. (q)—Also 3 per cent stock dividend December 31, 1959. ¢December, 1958, ¢7Ex- 
cludes profit on sale of securities of 26 cents per share. 
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IKE a Chinese torture—the death of a 
thousand cuts—the cumulative effect 
of unsound practices can kill the water 
utility business. Two court decisions and 
the proposal of new rules and regulations 
by the public utility commission in New 
Jersey have brought this cumulative effect 
into sharp focus. The supreme court of 
New Jersey has stated that utilities must 
extend their service an unlimited distance, 
providing the money spent does not 
jeopardize the financial stability of the 
company, and even then rate relief is the 
suggested alternative. 

As for the utility commissioners’ pro- 
posal of new rules and regulations, hear- 
ings were held on a proposed revision of 
the rules and regulations which would 
have required water utilities to invest ap- 
proximately ten times the annual revenue 
in new residential services. Fortunately, 
the commission withdrew this proposal 
and apparently will revert to the past prac- 
tice, which is to invest about six years’ 
revenue for each new residential cus- 
tomer. 

However, this extension rule is still a 
striking example of the Chinese torture— 
the dangers from the cumulative effect of 
an unsound rule. It is obvious that a large 
utility which is adding thousands of new 
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What Others Think 


The Impact of Unsound Regulatory Practices 
On Water Companies 


customers each year can provide service 
at its expense halfway to China without 
adversely affecting the financial structure 
of the company. But how many such un- 
sound extensions can be made before its 
financial integrity will be impaired to the 
detriment of all customers? The exhibits 
presented by Elizabethtown Water Com- 
pany at the commission hearings demon- 
strated that had the proposed rules been 
in effect for the past ten years, during 
which time 12,000 new services were in- 
stalled, it would have been necessary to 
raise rates to all customers by at least 30 
per cent or seriously jeopardize the com- 
pany’s ability to provide service. 


Cumulative Effect 


——_ the cumulative effect of a regu- 
lation produce an improper or un- 
sound result, then each individual appli- 
cation of the regulation is improper and 
unsound, even though such individual ap- 
plication may appear to be innocuous and 
inconsequential. 

From my observation this principle has 
not been widely invoked in the field of 
utility regulation, although there are ex- 
tensive applications in other fields. For 
instance, in the area of smoke abatement 
and air pollution, a single garbage fire in 


















the Jersey meadows will not contaminate 
the air of the area, but the cumulative 
effect of many fires can make the metro- 
politan district uninhabitable and such 
contamination is controlled by law. 

It is my belief that the principle of 
cumulative effect is fully applicable to the 
regulation of public utilities. 

Should the premise that cumulative 
effect does make a difference be accepted, 
many problems—such as main extensions, 
which face a state-regulated utility—could 
be solved on a precise mathematical basis. 
A utility should be operated on such a 
basis rather than deal with each prospec- 
tive customer separately. 


Areas of Agreement 


N order to work out a sound basis for 

utility regulation, there must be gen- 
eral areas of agreement concerning the 
principles involved. These areas must be 
explored so that the conclusions drawn 
will be appreciated by the regulatory bod- 
ies, the courts, and the utilities to be regu- 
lated. The following principles are sug- 
gested : 


1. The primary objective of any util- 
ity is to serve the public. 

2. Every utility must be financially 
sound so that it is able to render ade- 
quate service and attract capital needed 
to meet community growth. 

3. With power goes responsibility. If 
the state has the power to regulate, it 
is obligated to see that utilities are per- 
mitted to be financially healthy and able 
to render the adequate service required 
by their customers. 

4. While the principles of cumulative 
effect are particularly applicable to serv- 
ice extensions, they also permeate all 
fields of utility regulation, including 
rate of return, depreciation theories, 
and allied fields where individual injus- 


WHAT OTHERS THINK 


tices are at the time inconsequential, 
but the end result may spell disaster. 

5. Private water utilities are particu- 
larly vulnerable to this rule of cumula- 
tive effect. 

6. Water utilities require a larger in- 
vestment of capital per dollar of reve- 
nue than any others. Water utilities 
must have $5.13 of capital invested for 
each $1 of revenue. With such high 
capital requirements a private water 
utility must be in the healthiest condi- 
tion to attract this capital. 


Areas of Disagreement 


— the areas of disagree- 
ment between the private water com- 
panies and the public are narrowing. 
Thirty years ago these utilities were a 
popular whipping boy for every candidate 
for public office. 

Most of the people now know the ma- 
jor difference between public and private 
ownership is in the matter of the taxes 
which the public system does not pay. 
Consequently, the drift to governmental 
ownership has stopped except where the 
private owners deliberately choose this 
action as a relief from unsound regula- 
tion. While the owners of many a private 
utility know they cannot obtain a repro- 
duction cost rate base from the regulatory 
commission they also know that if they 
sell to a municipality they can obtain ap- 
proximately this value as a sale price. 


Development of an Extension Rule 


B jue rules governing extensions of 
water service into new areas can have 
a far-reaching effect on the utility as the 
cost of transporting water is greater than 
the cost of transporting the products of 
any other utility. 

In a rapidly growing state, such as New 
Jersey, an unsound regulation will make 
such heavy demands for new capital for 
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the distribution system that necessary im- 
provements to water supply, purification, 
and transmission may be the fields in 
which the company will have to econo- 
mize, resulting in inadequate service. The 
alternative will be a continuous succession 
of rate cases. 


. might be argued that such a regulation 
should be designed to encourage the 
growth of an area. This can only be stated 
in terms of cost to customers and actually 
means to “subsidize the growth” of an 
area. 

While this may be a laudable objec- 
tive, why should the older customers be 
expected to subsidize the growth of new 
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areas through higher rates or deteriorat- 
ing service? 

With regard to new subdivisions in 
New Jersey, there are certain inescapable 
facts: The ideal land and economic loca- 
tions for new subdivisions are being ex- 
hausted. As less desirable areas are sub- 
divided, the costs rise. These costs are in- 
herent in the topography and location of 
the land. It certainly is not the responsi- 
bility of a utility to defray the develop- 
ment cost of these subdivisions. 


iy we are to adopt a rule for extensions 
which will avoid the pitfalls of cumu- 
lative effect, then certain basic safeguards 
must be provided. These would include: 
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1. The regulation must permit the 
continuous growth of a system without 
upsetting the financial and rate struc- 
ture of the company. 

2. The regulation must be uniformly 
applicable throughout the system, ex- 
cept under unusual or compelling con- 
ditions. 

3. The rule must NOT be discrimi- 
natory. It must not discriminate against 
the new customers by creating a condi- 
tion where there would be excessive 
earnings from the new customer, which 
would tend to reduce the rates to the 
old customer. Similarly, it must not dis- 
criminate against the old customers by 
creating a financial and operating con- 
dition which results in a loss because 
of each new customer connected, which 
loss must inevitably be recouped by rais- 
ing the rates to all the old customers. 

4. In making computations for the 
money which the utility should invest 
in a new extension, the only question 
is that of total dollars. Whether this 
money be invested in a new main, a 
new service, or the necessary meter is 
immaterial. It is only the total that 
counts and the potential return or lack 
of return thereon. 


_ adopting the above concepts, the 
details can be derived by mathemati- 
cal computation. The rule must stand the 
test of mathematics, not the whim or the 
horse-trading instinct of the individuals 
negotiating for the extension. If the prop- 
er basic concepts are followed, the com- 
pany should be able to expand to any level 
whatever without a succession of rate 
cases necessitated by a continual need for 
capital for the distribution system. 

In order to work out the mathematical 
calculations for an extension rule, the fol- 
lowing premises have been used: 

An extension, whether it be to serve one 
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customer or a thousand, should be consid- 
ered as though it were attached to the 
basic backbone plant of the water com- 
pany. This new extension must pay its 
proportional part of all the costs asso- 
ciated with the backbone plant. 

Therefore, it must bear its share of the 
operation and maintenance costs of the 
backbone plant. It must bear its share of 
the costs associated with the equity and 
debt invested in the plant, including re- 
turn on investment. 

Each extension must also pay all costs 
associated with the extension itself, con- 
sisting of the operation and maintenance 
costs of the extension and the return on 
capital invested. These include: (a) the 
return to the company for the capital in- 
vested; (b) local taxes, depreciation, and 
maintenance of the property installed; 
(c) costs associated with the individual 
customer attached to the extension, such 
as the maintenance of the service and 
meter, meter reading, and billing. 

If for any particular extension the sum 
of the annual costs of the above items 
does not exceed the annual revenue de- 
rived from the extension, then the amount 
of capital invested in the extension is jus- 
tified by the company, as the extension 
meets all of the principles set forth pre- 
viously. 

If the sum of the annual costs of the 
above items exceeds the annual revenues, 
then there would be an excessive invest- 
ment of capital by the company, the excess 
part of which should have been advanced 
by the developer. 


Other Applications of the Principle 
Of Cumulative Effect 
NCE it can be shown that a Chinese 
torture cannot be tolerated, even 
though each individual cut may appear 
inconsequential, there are other fields of 
inequity which we should examine. 


MARCH 31, 1960 
















There is the problem of depreciation 
accruals. The present practice which re- 
lates depreciation accruals to original cost 
can never accumulate the funds needed to 
replace the plant when it must be rebuilt. 
If it is the purpose of such accruals to do 
sO, present practices are inequitable; and 
efforts to correct such practices have been 
unavailing. 

Another field where the insidious hack- 
ing away of the Chinese torture is felt is 
in the field of dilution of equity. Water 
companies must be in a healthy financial 
condition so debt and equity capital can 
be raised in required amounts to provide 
the funds needed for expansion. This can 
only be done when equity capital as evi- 
denced by common stock is obtainable on 
favorable terms. 

The present shareholders of any utility 
have accumulated a certain book value for 
their stock by dint of their original invest- 
ment and retained earnings. It is basically 
wrong and a taking of property without 
due process of law to force the companies 
to sell new stock at a price lower than the 
book value of the old. This is a dilution 

of equity which should not be tolerated 
and prevents the proper growth of the 
company. This ability to sell new stock at 
a price not less than the book value of the 
old is an absolute minimum position to 
avoid confiscation of property and there- 
fore a negative incentive to expand. 


price the utility should be en- 
couraged to expand to serve the pub- 
lic by a regulatory climate which would 
make possible increased equity values in 
an expanding economy. This is true 
whether the standard of rate base valua- 
tion is one of original cost or whether 
some weight is given to present-day 
values. 

By applying the principle of cumulative 
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effect to the problem of selling equity capi- 
tal, testimony can be introduced which 
will be factual and mathematical, without 
placing undue reliance on mere opinions. 
The investment houses which specialize in 
selling new issues of utility equities can 
give precise testimony as to the current 
selling price of new issues of common 
stock of similar companies in relation to 
the earnings. From this can easily be de- 
termined the earnings and the rates neces- 
sary for a given company to sell or main- 
tain its stock at favorable terms. Earnings 
must be sufficient at all times to permit 
the sale of new common stock without 
diluting the equity of the present stock- 
holders. 


Conclusions 


N conclusion, this principle of cumula- 
tive effect can be a useful tool to obtain 
just and equitable treatment for utilities. 
In the case of extension rules, its appli- 
cability cannot be questioned and it is 
mathematically precise. 

The principle could be applied to the 
setting of depreciation rates in other fields 
where the individual effect of an unsound 
rule is minor while the cumulative effect 
is serious. The principle also can be ex- 
tended to some of the more basic problems 
of utility regulation such as the computa- 
tion of rate of return. Dilution of equity 
is basically wrong and can only lead to 
disastrous consequences. 

There is no excuse for unsound prac- 
tices, even though each such incident may 
have only a small monetary effect. It is 
just as wrong to cut off the tail of a cat 
an inch at a time as it is to cut it off once 
just behind the ears! 

—JAMEs GIRAND, 
Chief engineer, Elizabethtown 
Water Company, Consolidated, 
Elizabeth, New Jersey. 
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The March of 
Events 


Army Invents Control 
Device 

. 9 inventors have devised a control- 

ling device that may eliminate com- 
plicated electronic and mechanical valves 
and controls. It consists of a small plastic 
or metal block with passageways running 
through it, and has no moving parts. By 
using the flow action of liquids or gases, 
plus precise channel controls, the inven- 
tion could replace vacuum tubes, transis- 
tors, servomechanism, relays in petroleum 


a ae 





—a 


and chemical processing, food handling, 
pipelines, hydroelectric generation con- 
trols, air conditioning, and heat regulation. 

Called the “pure fluid amplifier,” com- 
binations of it in systems are now being 
patented through government channels. 
However, the principle remains open for 
use by industrial engineers. A small plastic 
PFA, its inventors stated, would cost only 
a fraction of a cent and do the job now 
done by 50-cent resistors and $1 vacuum 


tubes. 


California 


Lowest Rates in Nation 


I" its annual report, the state public utili- 
ties commission stated that California 
utility rates are still about the lowest in 
the nation. It said it has been able to ob- 
tain reductions in utility charges amount- 
ing to about $771,420 during 1959. Never- 
theless, there was an increase in rates 
during the year of $31 million. This was 
due, the commission declared, to higher 


District of 


President Urges Transit Plan 


| goveapeatel Eisenhower has told Con- 
gress to create a federal agency to solve 
the transportation problems of the national 
capital area. He said $265 million spent 
over the next eight years could be used to 


costs of operations for utilities which sell 
gas, electricity, water, and telephone 
service. 

The report further revealed that the 
commission was organizing a special task 
force of attorneys and technical experts to 
fight increases in the price of natural gas. 
The commission said some members of 
the task force already are at work in 
Washington, D. C., before the FPC op- 
posing hikes in natural gas rates. 


Columbia 
build Washington’s first subway line and 
other links in a metropolitan rapid transit 
network. 

However, his suggestions leave open 
the possibility of the establishment of a 
locally controlled interstate agency that 


MARCH 31, 1960 








PUBLIC UTILITIES FORTNIGHTLY 


would build and run the system—and, 
in the process, slash the size of the federal 
investment. Half of the federal funds 
would be appropriated, the other half 
would be borrowed. 

The President’s plan calls for a tem- 
porary development agency with a life 
span of about three years to prepare final 
plans for transit facilities. Cost would be 
$25 million. While it could buy limited 
amounts of land for future rights of way, 
with state or local approval, it could not 


acquire existing transit companies or run 
any service. After three years the federal 
agency would be converted into a federal 
corporation with full power to buy and 
build transit facilities. The final stage 
would be an interstate agency which would 
be created by an interstate compact. In 
the event the compact were agreed to, or 
its negotiation seems likely, the President 
could eliminate the federal corporation en- 
visioned as the second stage. Its powers 
would then go to the interstate body. 


Kentucky 


Power Plant Planned 


ome Kentucky Power Company has 

announced it expects to build a $39 
million electric-generating plant near 
Louisa. The new plant, which will gen- 
erate 265,000 kilowatts, would supply all 
the electric power requirements of the 
365,000 people served by Kentucky Power 
and more besides, according to Philip 
Sporn, president of American Electric 
Power Company, of which Kentucky 
Power is a subsidiary. 

Sporn said the extra power would be 
integrated into the seven-state AEP net- 
work. Primarily, he said, the new plant 
would be a source of industrial power. 
And a second unit might be added later, 
the AEP head stated, if economic con- 
ditions of eastern Kentucky require it. 


Gas Rate Hike Asked 


_ aralees Gas & Etectric CoMPANY 
has asked the Kentucky Public Serv- 
ice Commission for approval of a 1.1 per 
cent rate increase for gas service, effective 
May 14th. The boost is to cover increased 
costs of wholesale gas the company pur- 
chases from Tennessee Gas Transmission 
Company, so it is practically automatic. 
Tennessee Gas Transmission’s increase 
goes into effect after April 5th, subject to 
final OK by the FPC. 

Gas bills of the average residential cus- 
tomer who heats and cooks with gas will 
only go up $1.41 a year under the new 
rates. And those customers using gas for 
only cooking and water heating will pay 
but 25 cents a year more. The increase, 
which is the company’s sixth since 1955, 
will give it $295,000 in additional revenue. 


Pennsylvania 


Commission OK’s Microfilm 
: lgeceages replacement of original 
utility records was ruled on by the 
Pennsylvania Public Utility Commission 
in February in regard to revision of regu- 
lations governing the preservation of rec- 
ords of water utilities. 
The order noted that the commission’s 
regulations, as amended in 1948, did not 
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provide for the retention of microfilm 
copies in lieu of certain original records 
which would effect storage space econo- 
mies for the utilities. This 1948 regula- 
tion has now been amended as follows: 

1. Each utility shall keep and preserve 
its records in conformity with the pro- 
visions applicable to it in the publication 
of the NARUC, entitled “Regulations to 
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Govern the Preservation of Records of 
Electric, Gas, and Water Utilities—1958.” 

2. Public utilities that maintain the 
original cost of their plants in continuing 
property records which conform to com- 
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mission requirements may apply for per- 
mission to dispose of books and records re- 
lated to transactions dated twenty years 
or more prior to the date of such applica- 
tion. 


Tennessee 


Few Municipal Electric Plants 
Pay County Taxes 
NLY 12 out of the 56 municipalities in 
Tennessee which distribute TVA 
electricity pay the counties in which they 
operate amounts of money that could be 
termed tax equivalents. The other 41 
municipal power distributors in Tennessee 
retain in their general funds all of the tax 
equivalent moneys (including whatever 
portion may have been based upon county 
tax rates) charged electric customers. 
These data were revealed by TVA 
when requested as background informa- 


tion in connection with a series of suits 
filed in federal courts by several munici- 
palities in efforts to get declaratory judg- 
ments relieving them of tax equivalent lia- 
bility to their counties. Cities which have 
suits pending in federal courts in contro- 
versy with their counties are Greeneville, 
Tullahoma, and Jackson. The Tennessee 
Municipal League contends that many 
Tennessee cities would become bankrupt 
were they forced to pay large amounts to 
the counties in accordance with a state 
court decision affirmed by the Tennessee 
supreme court. 


Texas 


To Pay Relocation Expenses 
HE Texas State Highway Commis- 
sion has announced plans to start 

paying cities and private utilities for re- 
locating their facilities when necessitated 
by interstate highway construction. An 
estimated $28 million, including $9 mil- 
lion in Dallas county alone, is to be spent. 
The commission revised a policy on 


utility payments after the cities of Dallas 
and Austin and private companies won a 
test case in court. While the Texas legis- 
lature had authorized payments to utilities, 
State Attorney General Will Wilson chal- 
lenged the law on constitutional grounds. 

Despite the litigation involving utili- 
ties, highway work has proceeded on the 
interstate highway program in the state. 


Virginia 


Senate OK’s Utility Tax Bill 
i ps state senate has approved and 
passed along to the house a measure 
which would permit counties to levy a 10 
per cent tax on the bills of public utilities. 
The legislation would affect only the bills 
sent by the utilities to consumers with the 
maximum monthly tax on _ residential 
users of electricity being $1 and on in- 
dustrial and commercial users, $15. 
The maximum monthly tax on resi- 
dential consumers of gas would be 50 cents 


and on industrial users $7.50. The tax 
could not be levied on telephone, water, 
and sewage bills. 

The chief sponsor of the measure, Sena- 
tor J. C. Hutcheson of Brunswick, said 
he believed the legislature should give 
counties the same power as cities and 
towns to tax utilities. One senator, T. C. 
Phillips, opposed the bill on the grounds 
it might place the Appalachian Power 
Company at a competitive disadvantage 
with TVA. 
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Trends and Topics 


Conflicting Federal and State Accounting Requirements 


| phate utility company subject to regulation by both federal and state 
commissions faces the somewhat burdensome obligation of complying 
with conflicting accounting requirements. A telephone company operating inter- 
state must follow the dictates of the Federal Communications Commission with 
respect to interstate accounting, and it must follow state commission require- 
ments for intrastate accounting. The same is true in the case of companies 
operating interstate and intrastate gas and electric utilities. Recognition of 
these difficulties by commissions, even though they do not surrender their 
jurisdiction, can sometimes alleviate the problem. 


State Commissions Recognize Problem 


The Utah commission recently said, in the Utah Power & Light Company 
case, that a conflict between administrative orders of a federal and a state 
regulatory commission, such as one under discussion in a rate proceeding, 
should be removed if the public interest will not be adversely affected thereby. 
The commission recognized that the company was in the position of “having 
to comply with orders of two different regulatory bodies which contain in- 
compatible accounting requirements.” 

The commission found no compelling reason to take issue with the balance 
sheet treatment prescribed by the Federal Power Commission for income tax 
deferments occasioned by use of the provision of § 168 of the Tax Code. At 
the same time it said it was not prepared to concede that the jurisdiction of 
the Federal Power Commission in matters of accounting as related to the 
company exceeds or takes precedence over the state commission powers in 
this area (31 PUR3d 321). 

The Kentucky commission recognized the difficulties of conflicting ac- 
counting requirements in fixing rates for Southern Bell Telephone & Tele- 
graph Company. A depreciation study made by the commission’s staff differed 
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from the depreciation rates established by order of the Federal Communica- 
tions Commission, which the company followed. The state commission said 
that while it felt the depreciation rates might be too high, adoption of any 
other rates would be, in effect, questioning the constitutionality of the statute 
under which the federal commission was operating, which had not been de- 
termined by a court of competent jurisdiction (88 PUR NS 1). 


No Surrender of State Jurisdiction 


The Louisiana commission, in a rate proceeding, recognized that Southern 
Bell Telephone & Telegraph Company had been authorized by the Federal 
Communications Commission to impose a higher depreciation rate than ap- 
proved in Louisiana, but the commission said that the federal commission has 
jurisdiction over only the company’s interstate operations and the state com- 
mission is under no obligation to accept the same depreciation rates in its de- 
termination of reasonable rates for intrastate service in Louisiana (14 PUR3d 
146). 

The New York commission said that a state commission is not prevented 
from exercising jurisdiction over accounting by telephone corporations op- 
erating almost entirely within the state, and only to a small extent in interstate 
commerce, by reason of the jurisdiction of a federal commission or the exercise 
of such jurisdiction (5 PUR NS 402). 

Later, the New York commission, in fixing rates for the New York Tele- 
phone Company, said that depreciation rates fixed by the Federal Communica- 
tions Commission were binding upon the state commission for purposes of ac- 
counting, but the commission could, for the purpose of determining what are 
fair charges to operating expenses, adopt other or different rates (20 PUR3d 
129). 

The Indiana commission ruled that a natural gas company selling to con- 
sumers, natural gas which had moved into the state in interstate commerce had 
the obligation to file with the state commission accounting information re- 
quired of public utilities by state law (63 PUR NS 309). 


When Federal Power Supersedes State Power 


The rule is well-established that legislation under which the federal govern- 
ment enters a particular field supersedes any legislation by a state and 
denies to the state any rights or powers so to legislate. The New Hampshire 
supreme court in one case said that supplementary as well as conflicting regula- 
tions of the same subject by the states are precluded by the federal Constitution 
(38 PUR NS 316). 

A federal court declared, in the Arkansas Power & Light Company case, 
that the authority of the Federal Power Commission over accounts of licensees 
does not end where state authority begins even though a company may be 
subject to inconsistent accounting requirements of a state commission (88 PUR 
NS 252). 

An order of the Federal Power Commission prescribing the accounting 
treatment for the excess purchase price over depreciated original cost 
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for properties acquired from local electric companies was held by a federal 
court not to be open to constitutional objection on the ground that a different 
accounting treatment might be required by the state commission of the state 
in which the local companies were located and doing business (89 PUR NS 
306). 

The Federal Power Commission has taken the position that it may require 
a natural gas company subject to its jurisdiction to furnish accounting data 
and keep uniform accounts even though the accounts extend beyond facilities 
subject to its jurisdiction under the Natural Gas Act (74 PUR NS 256). The 
commission has also asserted its authority under § 301(a) of the Federal Power 
Act to require an electric company, subject to its jurisdiction, to keep accounts 
according to its rules and regulations, even though a state commission may 
require utilities to keep certain accounts, memoranda, or records in a different 
way (80 PUR NS 193). 


Constitutional Question Setiled by Supreme Court 


The United States Supreme Court upheld an order of the Federal Power 
Commission requiring a natural gas company, subject to its jurisdiction and 
also subject to regulation by a state, to furnish accounting data and to keep 
accounts as prescribed by the federal commission. The court ruled that this was 
not invalid on the ground that it violated the reserved right of the state under 
the Tenth Amendment of the federal Constitution. The Natural Gas Act, § 
8(a), provides that nothing in the act shall relieve such a company from keep- 
ing records as required under state law (82 PUR NS 1). 

The Supreme Court, in an earlier case, decided that an order of the Federal 
Power Commission requiring the disposition of a write-up by Northwestern 
Electric Company did not violate the reserved rights of the state under the 
Tenth Amendment to the Constitution, as the order did not purport presently 
to affect or constrain action by the states within their fields (52 PUR NS 86). 
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Review of Current Cases 


Reproduction and Book Cost Measures 
Of Value Rejected 


as a basis for the company’s rate base, 
the commission pointed out. 
The records showed that some of the 


7 “HE New Jersey commission granted 
a water company a rate increase de- 
signed to produce a return of 6 per cent 


on the original cost rate base found rea- 
sonable. The commission rejected esti- 
mates of reproduction cost and book cost. 

There is little to recommend the use of 
depreciated reproduction cost figures for 
items that no one would want to reproduce 


MARCH 31, 1960 


elements in the development of rate base 
on a book cost basis included not only 
property at original cost but also the con- 
sideration paid in excess of the assets ac- 
quired over the liability assumed at the 
time the company merged with another 
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company in 1926. A witness had testified 
that no precise accounting could be pro- 
vided for the difference between book cost 
and original cost. 


Construction Work in Progress 


Construction work in progress was ex- 
cluded from the rate base. It appeared 
from the record that interest during con- 
struction had been capitalized. Investors, 
therefore, were compensated for the pro- 
vision of funds during the construction 
period, the commission said. 

Cash working capital was reduced upon 
a showing that funds were available from 
sources other than operating revenues to 
supply the company’s cash needs. 


Property Taxes 


The commission disallowed a pro forma 
adjustment for additional property taxes. 
This adjustment was based upon the 1959 
tax rate and the estimated taxes on prop- 
erty added during the period but not placed 
on municipal assessment rolls. It has been 
established that the company’s past ex- 
perience did not bear out the relationship 
between property added and assessments. 
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The experience of the company also in- 
dicated that the five-year amortization of 
rate case expenses was not in accord with 
previous practice. The last rate increase 
had been granted ten years ago and a prior 
increase ten years before that. Amortiza- 
tion of rate case expenses over a ten-year 
period appeared more reasonable to the 
commission. 


Public Fire Rates 


The company’s rates for service to pub- 
lic fire hydrants differed between those in- 
stalled prior to 1941 and those installed 
subsequent thereto. Such a rate schedule, 
held the commission, results in a dis- 
criminatory rate between municipalities. 

The filing of a nondiscriminatory hy- 
drant rate was considered desirable, and 
the commission so ordered. It would mean, 
said the commission, that some municipali- 
ties would receive a higher percentage in- 
crease than others. However, the situation 
was unavoidable and the resulting uniform 
nondiscriminatory rates would be in the 
public interest. Re Monmouth Consol. 
Water Co. Docket No. 597-11506, Janu- 
ary 21, 1960. 


Allowable Rate of Return to Gas Company Provides for 
Dividends and Pay-out Ratio 


. + Ohio commission authorized the 
Ohio Fuel Gas Company to increase 
rates for service to the unincorporated 
area of Franklin county, Ohio, for a 12- 
month period ending June 30, 1957. The 
new rates will afford a rate of return of 
5.75 per cent on a rate base fixed at the 
level of reproduction cost new less de- 
preciation. 


Cost of Capital 


The company sought a 6.75 per cent rate 
of return allowance, basing this claim 


primarily on the cost of capital to the par- 
ent Columbia System. The calculation in- 
volved an assumed capital structure for 
the parent company consisting of 55 per 
cent debt and 45 per cent equity. The com- 
posite historical cost rate of 4.04 per cent 
on debt was used, and a rate of 10 per 
cent was applied to equity. 

Noting that Ohio Fuel Gas was one of 
the most profitable subsidiaries of the 
Columbia System, the commission in- 
quired why its cost of equity capital, tak- 
ing the company as an equity financing 
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itself, might not well be less than the cost 
experienced by the Columbia System as a 
whole. A witness for the company an- 
swered that the question could not be 
answered “unless it were put on an in- 
dividual basis.” The commission observed 
that analysis on an individual basis indi- 
cated that the per cent of net income to 
total equity of the subsidiary had exceeded 
that of the parent system in every year 
from 1949 through 1958. 

Considering this situation, together 
with other pertinent rate of return con- 
siderations, the commission arrived at an 
allowable rate of return of 5.75 per cent. 
This return would enable the company to 
pay a dividend of 6.5 per cent on the equity 
portion of the statutory rate base at a pay- 
out ratio of about 65 per cent, after 
meeting operating expenses, depreciation 
charges, taxes, and interest. 


“City Gate” Cost of Gas 


The company did not base its claimed 
“city gate” cost of gas on the conventional 
procedure using operating costs and re- 
turn on investment. It chose, rather, to 
predicate its claim on the rates prescribed 
by a Federal Power Commission tariff 
applicable to the company’s sales to dis- 
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tributors for resale. Its method involved 
the use of estimates of a “designed” peak 
usage at a particular temperature, though 
there was no evidence to support the use 
of such temperature in conjunction with 
the Federal Power Commission rates. 
Moreover, the suggested method could re- 
sult in a different “city gate” cost of gas 
to each of the more than 350 communities 
served by the company at retail. 

The commission thought the “city gate” 
portion of the total cost of service to the 
retail customers should be assigned on a 
uniform basis. The computation recom- 
mended by the commission’s accounting 
staff was adopted. The staff found the Mcf 
gas sales (adjusted for pressure and line 
loss) to the customers in the unincorpo- 
rated area of Franklin county during the 
test period. The resultant figure was mul- 
tiplied by the actual average cost of gas for 
1957 to the company’s wholesale custom- 
ers who were billed at the Federal Power 
Commission tariff rates. The application 
of this method would result in the recovery 
of total costs of gas when applied uni- 
formly and consistently throughout the 
company’s retail operating areas, the com- 
mission indicated. Re Ohio Fuel Gas Co. 
No. 27,897, January 22, 1960. 


No Additional Allowance above Fair Rate of Return for 
Tax Benefits of Percentage Depletion or Intangibles 


HE Federal Power Commission has 

determined reserved issues relating to 
the treatment of tax deductions arising 
from liberalized depreciation, percentage 
depletion, and expensing of intangible 
well-drilling costs presented in a rate pro- 
ceeding by United Fuel Gas Company 
under § 4 of the Natural Gas Act. Ques- 
tions of rate form were disposed of in a 
prior order, and the rate level, except for 
the reserved issues here considered, was 
arrived at by stipulation approved by the 
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commission. The rates finally determined 
in this proceeding apply to the period 
January 1, 1956, to July 13, 1957. Ap- 
propriate refunds for the period were 
ordered. 

The determination of the reserved is- 
sues in this case followed the reasoning in 
the El Paso Natural Gas Company de- 
cision (29 PUR3d 469; 30 PUR3d 308). 
The commission ruled, as in the El Paso 
case, that the company should be permitted 
to retain the benefits of liberalized de- 
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preciation, percentage depletion, and ex- 
pensing of intangible well-drilling costs. 
The purpose of § 167 of the Internal Reve- 
nue Code is to assist expansion of facili- 
ties and economic growth, said the com- 
mission. It is not to benefit consumers 
directly, although by the use of deferral 
accounting consumers are to be saved from 
injury. The benefits of percentage deple- 
tion and expensing of intangibles were 
granted to the industry to compensate for 
obvious hazards and to encourage the con- 
tinued production of gas and oil. These 
latter benefits must be considered, how- 
ever, in determining allowable return. 


Stipulated Return Includes Allowances 


In the El Paso case, the percentage de- 
pletion and intangible drilling tax provi- 
sions would provide a return of more than 
8 per cent on well-mouth properties. Since 
this was in excess of the 6 per cent allow- 
able return in that case, no additional re- 
turn was considered necessary. In the in- 
stant United Fuel case, it was stipulated 
that a rate of return of 6} per cent would 
be fair. It appeared that 64 per cent was 
substantially more than the return avail- 
able as a result of the tax provisions. The 
cost of service set forth in the stipulation 
included allowances for the failure to 
utilize percentage depletion and intangibles 
deductions. These allowances were elimi- 
nated. 

In keeping with the El Paso case, no 
return allowance above the fair rate of re- 
turn would be made. 

The commission adopted a deduction 
for statutory depletion based on the test 
year alone. For the deduction for in- 
tangibles, the average of a five-year period 
was used. This was consistent with the 
stipulated cost of service which reflected 
test-year operations and test-year volumes 
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of gas sold. An average of a five-year pe- 
riod, however, was used for the intangibles 
deduction since this item was not affected 
by the volume of gas sold but was a result 
of the number of wells drilled. 


Dissents on Fundamentals 


Commissioner Hussey dissented in part. 
He criticized the majority’s opinion, which 
would allow as a rate of return on produc- 
ing properties the normal rate of return on 
transmission properties, with no additional 
return for the incentives provided by the 
tax laws for producers of natural gas. He 
thought the majority’s view was contrary 
to the congressional purpose. 

Commissioner Connole also dissented. 
He disagreed with the proposition that a 
deferred tax reserve is necessary for a 
company to meet future income tax liabil- 
ity. He thought such a reserve would in 
fact become a permanent and involuntary 
contribution by the ratepayers to capital. 
The commissioner also disagreed with the 
majority’s position on intangible well- 
drilling expense and statutory percentage 
depletion credit “because it characterizes 
the tax savings that will result from these 
provisions as compensation for return of 
capital when in point of fact the value of 
the capital that is to be returned has al- 
ready been recaptured in the cost of serv- 
ice.” He rejected the idea that these tax 
savings were compensation for incentive 
and for risks of doing business. Those 
business conditions, said Commissioner 
Connole, must be compensated for in the 
rate of return constitutionally required 
and should be measured in a more effec- 
tive and realistic manner under the 
Natural Gas Act and the principles ap- 
plicable to rate of return. Re United Fuel 
Gas Co. Opinion No. 334, Docket Nos. G- 
2451, G-5475, January 22, 1960. 
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Gas Plant Acquisition Adjustments and Unamortized 
Conversion Costs Excluded 


HE Washington commission author- 

ized Northwest Natural Gas Com- 
pany to increase rates. It estimated that 
the new rates would yield a return of 5.99 
per cent. This was not considered exces- 
sive. The old rates yielded a return 3.68 
per cent. This was considered less than 
fair. The company recently acquired three 
operating properties from other public 
utilities at a price exceeding their de- 
preciated original cost. Pursuant to the 
requirements of the Uniform System of 
Accounts the excess above depreciated 
original cost was maintained in Account 
100.5, Utility Plant Acquisition Adjust- 
ment. The company proposed to amortize 
the dollar amount over a period of seven- 
teen years by equal annual charges to 
operating expenses and to include the un- 
amortized portion of that amount in a rate 
base until fully recovered over the 17-year 
period. 

The company claimed that the acquisi- 
tions represented arm’s-length transac- 
tions or a prudent investment, that they 
had been approved by the appropriate 
regulatory authorities, and that the ac- 
quisitions resulted in both direct and in- 
direct benefits to consumers. 

The commission held that the acquisi- 
tion adjustment amounts were not proper- 
ly includable in the rate base because it was 
not conclusively shown that commensu- 
rate benefits were derived by the customers 
from such acquisitions. It observed that 
commensurate benefits are benefits ac- 
cruing to customers that are at least 
equal to the additional costs relating to the 
acquired properties. 

The commission said that what may be 
a prudent investment or a good business 
practice from a management point of view 
cannot, of and within itself, bind the com- 
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mission, which has a statutory duty to pro- 
tect consumers. It also noted that since the 
company had made no valuation of the 
properties prior to acquisition, it was quite 
apparent that their current value did not 
dictate the purchase price. Nor for that 
matter did the excess amounts represent 
payments for tangible property. 

As a matter of fact, some of the proper- 
ties had been losing money. The commis- 
sion concluded that the purchase price had 
been predicated not upon current earn- 
ings, but upon anticipated earnings and 
other factors focused within the “‘mind’s 
eye” of management. 

The commission pointed out that the 
alleged benefits to the consumers had not 
been shown in specific terms, nor reduced 
to dollar amounts so that they could be 
compared to the increase in the cost of 
service which would result from the in- 
creased investments. The properties had 
not been physically integrated into the 
company’s system and no substantial, 
measurable economies in operation had 
been shown to have resulted from the ac- 
quisition. 

According to the commission, the risk 
of not being able to include the acquisition 
adjustment costs in the rate base is one of 
the risks incident to business that is con- 
sidered in determining a fair rate of 
return. 


Abandoned Plant 


As a result of conversion of the com- 
pany’s facilities from manufactured to 
natural gas, the company abandoned por- 
tions of its operating plant which had not 
been retired by normal depreciation. It pro- 
posed to amortize the abandoned property 
costs and other conversion costs over a 17- 
year period, and to include the unamor- 
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tized portion in the rate base. The com- 
mission did not oppose the amortization 
through operating expenses, but it did 
exclude the unamortized portion from the 
rate base. 

The company pointed out that it had re- 
ceived regulatory authority to amortize the 
cost by equal annual charges to operating 
expenses. The commission ruled, however, 
that this authorization did not establish 
the treatment of that item for rate-making 


purposes. 
In excluding the unamortized portion 
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from the rate base, the commission said 
that the abandoned facilities were no long- 
er used. or useful in providing gas service 
to the public. It observed that one of the 
inherent risks of the company’s business 
which is borne by investors in utility 
securities and which enters into the risk 
element allowed for in the rate of return 
is the risk of obsolescence of plant in 
advance of full recovery through deprecia- 
tion. Washington Pub. Service Commis- 
sion v. Northwest Nat. Gas Co. Cause No. 
U-9117, February 11, 1960. 


Rate of Return to Gas Company Includes Allowance 
For Effect of Variable Winters 


yale ATLANTIC Gas CoMPANy has ob- 
tained authority from the Georgia 
commission to raise rates, mainly because 
of an increase in the cost of purchased 
gas. In the event the supplying pipeline is 
later required to make refunds to South 
Atlantic, the full amount so received must, 
in turn, be refunded to the retail consum- 
ers. 

The company reduced the test-year reve- 
nue figures to allow for a weather adjust- 
ment. It was shown that the test year was 
colder than normal in that the normal de- 
gree-day deficiency for Savannah was 
stated to be 2,486 degree days, while the 
actual degree-day deficiency experienced 
in the test year was 2,918 degree days, a 
deviation of some 17 per cent from 
normal, In arriving at a normal degree- 
day deficiency for Savannah, the company 
adopted a 70-degree base and computed 
“normal” by averaging the degree-day de- 
ficiencies experienced in each winter heat- 
ing season for the ten-year period 1948 
through 1958. 

The commission considered that the use 
of a ten-year period to determine a normal 
winter condition is too short a span of 
years to be meaningful. Based on United 


States Weather Bureau data, the sharp 
weather deviations in Savannah appeared 
to be of such a magnitude as to cause the 
average degree-day deficiency of succeed- 
ing ten-year periods to vary by as much as 
5 per cent when computed annually. The 
commission recognized the effect which 
this wide variation has on revenue, indi- 
cating that in the absence of an authorita- 
tive standard, it would continue its practice 
of allowing a rate of return sufficient to 
cover this hazard of the business. 


Increased Cost of Gas 


In determining the increased cost of 
purchased gas, South Atlantic computed 
the amount of the increase on the ap- 
plicable volumes purchased during the test 
year, except for adjusting the demand 
units for the first six months of the period 
to the level of the demand charges sus- 
tained in the latter six months. The com- 
pany explained that the demand charge in 
the latter half of the test period would 
continue in the future. 

This computation overlooks two im- 
portant considerations, the commission 
pointed out. First, rates are fixed on the 
basis of test-year operations, wherein ac- 


MARCH 31, 1960 





































tual conditions over the test year result 
in an averaging of the various revenue and 
expense effects as they may relate to cus- 
tomer growth and usage. The effect of the 
proposed adjustment was to perform an 
increased expense arising from normal 
customer growth without giving effect to 
the resulting revenue effect from customer 
growth in the test year. 

Second, the level of the contract de- 
mand was the result of a specific request 
by the company for an increase in firm 
contract quantities to meet customer 
growth. The commission thought the pro- 
posed computation could be considered 
only with respect to a static nongrowing 
company. In the instant case, the increase 
in the cost of gas was required to be com- 
puted on the volumes and units of demand 
actually experienced in the test period. 
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Rate Base and Rate of Return 


The commission did not set forth a rate 
base or rate of return in its written opin- 
ion. It gave “due consideration to the reve- 
nue requirements of a company of the size 
and operating characteristics of appli- 
cant,” however, and allowed for operating 
expenses, depreciation, and taxes. A dollar 
amount of gross revenue increase was 
fixed as reasonable and adequate. 

It was held that payments received 
from the state for the collection of sales 
taxes constitute a reimbursement for ex- 
penses incurred as a collection agent and 
should be credited against the operating 
expense accounts. Such payments are not 
nonutility income. Re South Atlantic Gas 
Co. File No. 19440, Docket No. 1491-U, 
January 21, 1960. 


Electric Company Authorized to Construct Atomic 
Power Plant 


HE California commission authorized 

Pacific Gas and Electric Company to 
construct and operate an atomic power 
plant, together with transmission lines 
and related facilities, at its Humboldt Bay 
power plant. It concluded that the new 
unit would give the company additional 
valuable experience in atomic power plants 
that would enable it to construct and op- 
erate future nuclear plants with improved 
efficiency. It was also found that the new 
plant would be needed when scheduled to 
help provide adequate capacity for future 
public demands for electric energy in the 
area. 

Although the new unit would cost sub- 
stantially more than a conventional power 
plant, the commission did not believe that 
the estimated unit cost of power from the 
new facilities would be unreasonable. The 
cost studies included an amount of $250,- 
000 annual cost of additional insurance 
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for liability and property damage. This 
amount included up to $60 million of in- 
surance from private insurance groups and 
up to $500 million of liability protection 
through the Atomic Energy Commission. 

Financing of the cost of the project 
was proposed from treasury funds present- 
ly on hand, cash available from internal 
sources, from short-term bank loans, and 
from the sale of such additional securities 
as the commission shall authorize for that 
purpose in the future. The commission 
concluded that the company had the 
financial means to construct the proposed 
new facility and that such construction 
would not be adverse to the public interest. 


Fuel Waste 


The evidence revealed that any liquid 
waste discharged to Humboldt bay would 
be held to a radioactive level below that 
prescribed in regulations of the Atomic 
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Energy Commission for ordinary drink- 
ing water. No liquid waste would be dis- 
charged to the ground. Low level radio- 
active solid waste would be stored in leak- 
proof underground storage tanks or 
vaults. High level radioactive waste con- 
tained in the spent fuel would be stored 
in a pool of water until radioactivity 
diminished to a level low enough so that 
the spent fuel could be shipped in shielded 
shipping casks to the Atomic Energy Com- 
mission for reprocessing and disposal. 
The company’s plan provided for con- 
tinuous monitoring at various locations to 
assure that the liquid waste entering 
Humboldt bay and the air released from 
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the ventilating stack would be within safe 
limits. 

Evidence indicated that in addition to 
the unit’s being an inherently safe type of 
reactor which tends to shut itself down 
upon a potentially dangerous increase in 
its power, the proposed unit would con- 
tain safety devices which would shut down 
the reactor automatically under various 
specified conditions. Testimony also in- 
dicated that the proposed operation 
would in all respects and under all even- 
tualities be safe for all elements of the 
public. Re Pacific Gas & E. Co. Decision 
No. 59407, Application No. 41212, De- 
cember 15, 1959. 


Replacement Plant for Imminent Use Included 
In Telephone Rate Base 


See South Dakota commission, pur- 
suant to a remand decision by the 
state supreme court (30 PUR3d 289), has 
adjusted the rate base of Northwestern 
Bell Telephone Company to include re- 
placement property under construction 
which would not be put into service until 
eighteen days after the end of the test 
period. The court had held that property 
intended for such imminent use should be 
included. 

At the time of the proceeding before 
the commission, the property in question 
was carried as plant under construction 
and accumulated interest at 5 per cent. 
When put into service, it would be capi- 
talized and placed in the plant accounts 
as plant in service. The commission 
pointed out that if the net excess of the 
new plant over the old plant had been 
added to the rate base as of the end of 
the test year, it would have resulted in a 
double return on this portion of the rate 
base. Furthermore, contrary to the com- 


pany’s argument that the replacement of 
plant at a higher cost did not provide for 
additional revenue, the commission was 
convinced that a portion of the investment 
in such replacements did provide for fu- 
ture revenue from planned expansion. It 
appeared that within two years after the 
end of the test year many additional tele- 
phones had been connected to the replace- 
ment equipment. 

With the rate base adjustment for the 
replacement plant, the rate of return for 
intrastate operations would be temporarily 
reduced from 5.87 per cent to 5.76 per 
cent. 

The commission found that the lower 
figure was still well within the limits of 
a reasonable return and that the presently 
authorized rates were adequate. Actually, 
using 1959 data, the commission noted 
that the level of earnings was 6.13 per 
cent for intrastate operations. Re North- 
western Bell Teleph. Co. F-2510, January 
30, 1960. 
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Failure to Improve Service Held Immaterial 
In Telephone Rate Case 


Sa failure of a utility to comply with 
a commission order to improve service 
is not an adequate reason to deny a rate 
increase to which the utility is otherwise 
entitled, the Illinois supreme court ruled. 
The commission had granted Northwest- 
ern Bell Telephone Company a rate in- 
crease although the company had not com- 
plied with an order issued several years 
earlier to “deload”’ rural lines to not more 
than ten subscribers per line. 

Compliance or noncompliance with a 
service improvement order is material to a 
subsequent rate inquiry only if there is any 
matter in connection with the improve- 
ment order that relates to the existing 
valuation of the company’s property, so as 
to enable the commission to determine 


= 


whether the proposed rates result in a fair 
return. The high court reversed a judg- 
ment which, as a matter of law, had 
overturned the commission rate order be- 
cause the company had not complied with 
the prior service improvement order. II- 
linois statutes afford the commission an 
ample remedy against noncompliance with 
such an order, said the court. The function 
of a reviewing court is to see whether the 
administrative order infringes on any sub- 
stantial rights of the parties. If the com- 
mission’s findings are supported by the 
evidence and are not clearly against the 
manifest weight of the evidence, the order 
must be affirmed. Village of Apple River 
et al. v. Illinois Commerce Commission et 
al. Docket No. 35319. 


Municipal Franchise Taxes Treated as Rate Surcharge 


_ Florida commission has held that 
municipal franchise taxes should not 
be incorporated in the rates paid by a 
water company’s customers. Such taxes, 
said the commission, should be shown 
separately as a surcharge and applied only 
to customers in municipalities imposing 


= 


the tax. Moreover, such customers, in so 
far as possible and practicable, should be 
advised of the cost of the water and sewer 
service to them and of the amount of the 
tax they are required to pay. Re Florida 
Water Service, Inc. Docket No. 5975-W, 
Order No. 2873, February 10, 1960. 


Denial of Alternate Route Authority Proper 


ile Utah supreme court held that the 
commission’s refusal to grant a motor 
carrier application for permission to use 
an alternate route was not arbitrary or 
capricious. The grant of the alternate 
authority requested, noted the court, would 
have enlarged a right incidentally included 
in a service which the commission had 
found was necessary over an entirely 
different route into one on which there 
had never been a finding of convenience 
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and necessity for the particular com- 
munities sought to be served. 

In view of the fact that the commission 
is the agency to which the legislature has 
delegated the power to determine whether 
a certificate should be issued and what 
authority should be granted therein, its 
interpretation of the meaning of the 
language should be given weight, said the 
court. 

Under the history and circumstances 
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disclosed, the commission’s interpretation 
was correct. Use of the words “with 
permission to use for convenience of 
travel only U. S. Highway 91” merely 
authorized such use for the movement of 
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empty trucks or at times when because of 
snowdrifts or for other reasons the 
stipulated highways were impassable. 
Utah Freightways, Inc. v. Utah Pub. 
Service Commission et al. 346 P2d 1079. 





Other Recent Rulings 


Need for Rate Base Evidence. The New 
Jersey commission held that in a rate case 
it must require a rate base which is sup- 
ported by sufficient detail to establish its 
accuracy and suitability, since a rate base 
is fundamental in any rate proceeding. Re 
New Jersey & N. Y. R. Co. Docket No. 
599-11677, February 8, 1960. 


First Rate Increase. The Massachu- 
setts commission approved a general rate 
increase proposed by Weymouth Light 
& Power Company—its first since the 
commencement of operations in 1889— 
and found that the new rates would pro- 
duce a reasonable rate of return of 6.47 
per cent. Re Weymouth Light & P. Co. 
DPU 13044, December 30, 1959. 


Transit Operating Ratio. The Massa- 
chusetts commission regarded as reason- 
able a transit operating ratio of 97.1 per 
cent, calculated to result from a proposed 
rate increase. Re Eastern Massachusetts 
Street R. Co. DPU 13109, December 30, 
1959. 


Gas Rate Suspension. The only time 
limitation on the suspension of rates un- 
der § 4(e) of the Natural Gas Act, the 
Federal Power Commission pointed out, 
is the prohibition, under the general policy 
and interpretations of the rules of prac- 
tice and procedure, against suspension of 
a rate schedule after its effective date. Re 
Pan American Petroleum Corp. et al. 








Docket No. G-19921, January 5, 1960. 


Telephone Return Allowance. The Ohio 
commission considered a return of 6.25 
per cent on a reproduction cost rate base 
to be reasonable for a telephone company, 
whereas a return of 5.13 per cent was con- 
sidered insufficient. Re Shelby Teleph. Co. 
No. 28,216, January 21, 1960. 


Deviation in Exchange Returns. In au- 
thorizing a telephone rate increase, the 
Wisconsin commission regarded a devia- 
tion of 8 per cent in the individual rates 
of return for the company’s 17 exchanges 
as justified only because of the interim 
nature of the rates being authorized pend- 
ing completion of dial conversion, though 
the deviation was, nevertheless, considered 
within the zone of reasonableness. Ie 
North-West Teleph. Co. 2-U-5241, Jan- 
uary 18, 1960. 


Telephone Maintenance Expense. The 
Wisconsin commission denied as excessive 
a claim of $4.81 per station per year for 
repair materials made by a small telephone 
company furnishing manual magneto serv- 
ice to about 500 customers, but an expense 
of $2 was allowed. Re Cameron Farmers 
Teleph. Co. 2-U-5277, January 8, 1960. 


Municipal Plant Authority. When, by 
operation of a statute, a city acquired a 
city sanitary district and the authority to 
operate as a water public utility, it simul- 


MARCH 31, 1960 























taneously acquired the right and the obli- 
gation to operate as a water public utility 
throughout the entire municipal area, the 
Wisconsin commission pointed out. Re 
City of Brookfield, CA-3791, January 8, 
1960. 


Municipal Electric Plant Return. In 
fixing increased rates for a municipal elec- 
tric plant, the Wisconsin commission al- 
lowed a rate of return of 6 per cent ona 
net book value rate base. Re City of 
Stoughton, 2-U-5145, January 8, 1960. 


Municipal Water and Sewer Rate of 
Return. The Wisconsin commission grant- 
ed a municipal water and sewer plant a 
rate increase, allowing a rate of return of 
5.5 per cent on a net book value rate base 
for each service. Re City of Markesan, 
2-U-5231, January 5, 1960. 


Emergency Rates. The California com- 
mission authorized a gas supply company 
to increase rates for resale service on an 
interim basis pending further investiga- 
tion where the company’s existing rates 
were yielding a return of only 3.77 per 
cent and the interim rates would yield a 
return of approximately 6.5 per cent. Re 
Pacific Lighting Gas Supply Co. Decision 
No. 59429, Application No. 41277, De- 
cember 21, 1959. 


Utility Status of Mutual Company. The 
California commission held that a mutual 
company which exercised the right of 
eminent domain to acquire operating 
property made an unequivocal act of dedi- 
cation to public use by the exercise of that 
right and was, therefore, estopped to deny 
that it was a public utility. Re Corona City 
Water Co. et al. Decision No. 59443, Ap- 
plication No. 38626, Case No. 6098, De- 
cember 29, 1959. 
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Scope of Power Project License. The 
Federal Power Commission granted the 
request of California Oregon Power Com- 
pany to amend its 50-year license for the 
Big Bend development so as to include 
several existing unlicensed developments 
and a proposed new dam, where all of the 
developments would be operated as a unit. 
Re California Oregon Power Co. Project 
No. 2082, January 13, 1960. 


Compromise in Gas Producer Rate 
Case. The Federal Power Commission 
accepted as being in the public interest 
a compromise settlement between the 
parties to a natural gas producer contract 
rate increase proceeding, in view of a 
settlement provision for rates appreciably 
lower than current contract prices in the 
production area and considering the 
proposed elimination of indefinite pricing 
provisions and the dedication of sub- 
stantial additional gas reserves. Re Union 
Oil Co. of Californie. et al. Docket Nos. 
G-4331 et al. January 13, 1960. 


Pleading before Commission. The Fed- 
eral Power Commission refused to accept 
for filing a memorandum in reply to an 
answer to a petition for reopening, point- 
ing out that the commission’s rules of 
practice and procedure do not provide for 
such a filing. Re Panhandle Eastern Pipe 
Line Co. Docket No. G-2506, January 14, 
1960. 


Rate Suspensions Vacated. Upon 
motion by natural gas producers, the 
Federal Power Commission vacated rate 
suspension orders and terminated the 
proceedings where it appeared that other 
filings of similar rates had been accepted 
without suspension. Re Cities Service 
Production Co. et al. Docket Nos. G- 
9510 et al. January 26, 1960. 
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Tampa Electric Budgets 
$23,500,000 for Construction 
This Year 


AMPA Electric Company has bucg- 
e $23,500,000 for construction dur- 
g the calendar year 1960, according 
)a statement by firm President Wil- 
mt C, MacInnes. 

Forty percent of these budgeted 
struction funds will be spent in 
mpleting the third unit at the com- 
ny’s coal-fired Gannon generating 
ation, Mr. MacInnes said. 

When the third unit goes on line 
t Gannon later this year, Tampa 
lectric’s generating capability will 
» increased 175,000 kilowatts to a 
tal of 735,000 kilowatts for the 
rm’s three power plants, more than 
iple the utility’s generating capa- 
lity of 225,000 kilowatts in 1954. 





oleman Celebrates 60 Years 
ith National Program Based 
On Famed Early-Day Gas-Lite 


\ celebration of its 60th anniversary, 
he Coleman Company, Inc., is an- 
puncing a nationwide promotion to 
wild heating and air conditioning 
nles for its dealers and create addi- 
lonal year-round load for gas utilities. 
[he essential feature of the pro- 
ram is the gift of a Coleman Gas-lite 
) purchasers of Coleman central 
naces, air conditioners, wall heat- 
rs and floor furnaces. 
An extensive sales promotion pro- 
rum including mailing pieces, stuff- 
rs, give-away literature, radio and 
I’ commercials, and consumer mag- 
zne advertising, has been prepared. 
The new Coleman Gas-lite origi- 
ated in the famous Coleman ‘“Boule- 
ard” lamp manufactured during the 
arly years of the company. The 
‘boulevard Lamp” was discontinued 
tLout 1914, but the company went on 
0 become the world’s largest manu- 
acturer of gas lamps and lanterns. 
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Industrial Progress 


The modern version of the famed 
outdoor light is made in two styles. 
Model 1900-701 is a mantle lamp, 
complete with flow and shut-off valve 
for operation on piped, natural, manu- 
factured and LP gases. It mounts 
either on a post or wall. Model 1900- 
700 is an open flame lamp that burns 
Coleman LP gas in disposable car- 
tridges. It may be installed on a pole, 
post or wall bracket or used as a 
portable outdoor table light. 

Initial reaction to the ‘“Gas-lite” 
program has far exceeded expecta- 
tions, according to Jess L. Moore, 
general manager of the Coleman 
Heating and Air Conditioning Di- 
vision. 


Cleveland Elec. Illum to Spend 
$190,000,000 in 5 Years 


THE Cleveland Electric Illuminating 
Company recently announced a record 
five-year construction program ex- 
pected to cost $190,000,000, with 
planned expenditures this year 
amounting to $27,000,000. 

The estimated construction budget 
for 1960 through 1964, inclusive, 
would top the previous five-year rec- 
ord of $185 million for the years 1955 
through 1959. 

The forecast was made by Elmer 
L. Lindseth, president of The Illumi- 
nating Company. 

Power plant additions continue to 
be a major construction expenditure 
for the company. 

Modernization of the company’s 
Lake Shore plant is due for comple- 
tion by mid-year 1962 with the instal- 
lation of a 250,000-kilowatt turbo- 
generator and associated equipment. 
It will cost $37 million. The new 
quarter-million-kilowatt unit will be 
the fourth of its size on the com- 
pany’s system. 

Other major construction in the 
five-year period will be in transmis- 





sion facilities and distribution equip- 
ment. 

To provide expanded and improved 
electrical transmission and distribu- 
tion service, 26 additional substations 
are planned and conversions to new 
13,000-volt distribution lines will be 
effected. 


$700,000,000 Program Planned 
by Commonwealth Edison 


SHARP increases in the use of elec- 
tricity by all major classes of cus- 
tomers enabled Commonwealth Edi- 
son Company in 1959 to set a new 
sales record of 21,310,195,000 kilo- 
watt-hours, according to Willis Gale, 
chairman. 

The total represented an over-all 
gain of nearly two billion kilowatt- 
hours, or 10.2 per cent, over 1958. 
Industrial sales increased 12.1 per 
cent, while residential and commer- 
cial gained 11 per cent and 9.3 per 
cent, respectively. 

Construction expenditures in 1959 
were $100,994,936. Net additions 
brought Commonwealth’s gross utility 
plant at the end of the year to $1,957,- 
066,490. 

In extending its estimates for new 
construction through 1963, the utility 
plans expenditure of $700,000,000, a 
new four-year record total. The esti- 
mates, which are subject to review 
and modification, call for the follow- 
ing yearly totals: $160,000,000 in 
1960: $165,000,000 in 1961; $175,- 
000.000 in 1962; and $200,000,000 
in 1963. 


Pennsylvania Pwr. & Lt. Co. 
To Spend $35 Million in 1960 


PENNSYLVANIA Power & Light 
Co. plans to spend thirty-five million 
dollars on construction this year and 
a total of $62 million through 1961. 
Last year the company spent $3 
(Continued on page 16) 
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Tere)VI- 


what is it? 


It is, quite clearly, income upon 
which you don’t have to pay 
federal income taxes. That’s 
highly desirable income, espe- 
cially in these times when you 
have to pay direct or indirect 
taxes on virtually everything 
you earn or own or do. 

What’s more—you can get 
this income. The availability of 
tax-free income has never been 
greater than in today’s big 
market for tax-exempt bonds. 
In these bonds, long recognized 
for their security and strength, 
you will find real opportunities 
for take-home income. 

These and many other helpful 
facts about tax-exempts are dis- 
cussed in our informative and 
timely booklet, **The Investment 
Merits of Selected Tax-Exempt 
Bonds.” Send for it now, with- 
out cost or obligation. We'll also 
enclose a chart comparing tax- 
able with tax-exempt income. 
Ask for PT-360. 


HALSEY, STUART & CO. INC. 


123 SOUTH LA SALLE STREET, CHICAGO 90 
35 WALL STREET, NEW YORK 5 
AND OTHER PRINCIPAL CITIES 





INDUSTRIAL PROGRESS—( Continued) 


million for construction, more than 
half of which was for a 300,000 kilo- 
watt generating station near Harris- 
burg. 

| About $14 million will be spent this 
|year to bring the new steam-electric 
station close to completion. It is 
scheduled to go on service early in 
| 1961. Other construction expendi- 
| tures this year will include $12 million 
for power supply improvements and 
'$9 million for new customer con- 
‘ections. 

Construction expenditures through 
1964 are estimated at $160 million, or 
an average of $32 million per year. 
Of this total, $55 million is planned 
for new generating capacity. 


EEI Sparks Electrical Industry 
To Join All-Electric 
Kitchen Carnival 


‘EDISON Electric Institute’s All- 
Electric Kitchen Carnival promotion 
| will spearhead a two-month industry- 
wide activity in selling major electric 
| appliances for the home during March 
‘and April. Newspapers across the 
country, national consumer magazines 
and trade journals will help electric 
utilities, dealers, distributors and 
manufacturers to promote the All- 
Electric Kitchen Carnival campaign. 
| <An 8-page, 4-color ad designed to 
irally the electrical industry will be 
‘used as a merchandiser by member 
companies of EI<I, the trade associa- 
tion of investor-owned electric utili- 
ties, in stimulating carnivals in their 
communities, 

As a part of the Institute’s Live 
setter Electrically Program this pro- 
| motion is designed to create and mer- 
| chandise selling events nationally dur- 
‘ing the Kitchen Carnival months of 
March and April. Electric utilities 
locally will sponsor advertising and 
promotional campaigns in their serv- 
ice areas making use of newspaper 
linage. 

A promotional kit for industry- 
wide participation includes newspaper 
ad ideas, radio scripts, reprint of the 
trade ad which appeared January 29 
in Home Furnishings Daily, point-of- 
purchase material kit with colorful 
window banner or wall poster, pen- 
/nants and appliance hang tags. 


New Sky-Master Unit Permits 
Work on Energized Lines 
AN aerial beam, insulated from 
ground to withstand in excess of 
50,000 volts, has been added to the 
| Sky-Master line of aerial equipment 
manufactured by McCabe-Powers 








30dy Company, St. Louis. The ne 
unit, designated the Series ABS Sk 
Master, is designed to enable work 


men to reach overhead areas quickly, 


and to work on or near energize 
lines in complete safety. 
Movement of the independen'| 


nt gain. 


controlled beams and rotating supj off, Pac 


mast is hydraulically power 
through the truck engine or an ir {¢ 


alt. 


pendent power source. Outer be. iny has 


can be positioned at any point i 
270-degree arc, inner beam can 
moved to any point in a 110-deg-e 
arc and mast can be turned c) 


number of positions in all directi» 
from the truck. 

Descriptive literature and price 
formation may be obtained from \' 
Cabe Powers Body Company, : 
North Broadway, St. Louis 15, 
souri. 


Rapid Gas Growth 


A surging growth in the 60’s for | 


natural gas industry in the Pacifig 


Northwest was predicted recently b 
Charles M. Sturkey, president 
Washington Natural Gas Company 


c 
Mig 


mark 


lountain 


In Pacific Northwest ForecastPi!’" Ss! 


Univer 
ibarkin 
t stand 
seconc 


Seattle. Speaking before the Sa eorge | 
Francisco Society of Security Anagp 
lysts, the utility president recited imp, 


mense increases in natural gas sales i 
the past five years in his company 
service area — anticipated 


space heating customer gains alon 


furthe® 
growth and gains ahead. Residential 


increased from 7,900 in 1954 to 362 


676 as of December 31, 1959. 


“Tn 1955 total therm sales amounteq 


to 26,940,000 therms—in 1959, 200, 


660,000 therms were sold in Washfl 


ington Natural Gas Company’s serv 


ice area, an increase almost ten-fol@, 


” 


the pre-natural gas figure,” said M 
Sturkey. 
During the past five years the coin 


pany has increased plant additions !y 


$23,168,000, which more than dou 


bled the book plant value of the pas 
81 vears. In addition the company 
spent approximately $2.5 million con 
verting to the distribution of natua 
gas. 

Referring to the residential buid 
ing boom last year in the Pure 


company is getting most of the re.i 
dential new construction heating bu 1 
ness wherever our natural gas mai) 
are available—95 per cent to 100 f2 


tracts in our Puget Sound area whi: 
are being constructed by 288 builder:.’ 
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‘he <a inting out the tremendous potent- for General Electric’s medium capac- Because the new system eliminates 
°S Skyf for natural gas expansion he said, ity steam turbine-generators. many parts, the company reports that 
€ wor, 1956 the gas company served A major breakthrough in the power installation is easier, operating costs 


quickly 1 out of 8.25 homes, a 12.1 per generation industry, the new system are reduced and maintenance is facili- 
lergizeot saturation. In 1959 the gas com- is viewed by the company’s medium tated. Faster and more sensitive fre- 
iy serves 16.1 per cent, a 33 per steam turbine, generator and gear de- quency and process pressure control 
nt gain. In the San Francisco Bay partment as a giant step toward power _ is attained. 

SUP] Offea Pacific Gas & Electric Company systems automation. The new steam turbine control sys- 
)€r@s one customer for every 70 feet of First application of the new form tem consists of a tachometer genera- 
in It I@.i:. Washington Natural Gas Com- of controls will be on units for in- tor, pressure transducer and a solid 
r beu n\ has one customer for every 169 dustrial manufacturing facilities re- state analog computer which directs 
nt 1. fet of main.” He looks forward to quiring power generation and process hydraulic valve positioning devices. 
e lay when the company will at- steam. (Continued on page 18) 
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€cti ona and is spending about $7,000,- Ta i i ee = 
: 0 per year in new construction to °°? 
Ce 't&kpind services. 
m } 
ee Research for Market 
For Fly Ash 
f market may be developed for 
untains of fly ash and wet-bottom 
cast piler slag whose removal now is an 
I pense to power plants—especially 
bie 





‘Nose of major utilities. 
Pacifi® University of Illinois engineers are 
tly bibarking on a five-year project to 
nt d&t standards for using this material 
any G§ secondary road construction. Prof. 
Safkorge W. Hollon is in charge. 
Ani | Four industrial sources have 
‘d imBedged $13,200 a year for five years : 
les iff support the work. They are Na- Six Fp ns one 
ANY Hnai Lime Association, Washington, a ead 






































ithe C.; Pozzolan Products Co., and layers of steel to an 

cong arblehead Lime Co., both of Chi- anvil — an article of 

aloni,.,, « > Nie Eas alk me importance to 
9; and Poz-O-Pac Company of a wo 

) 36 ia pany their own trade, 


fmerica, Philadelphia. toolmaking. 

)lirst three years will be devoted 

unte@ an aggregate, lime, fly-ash mixture 

200, which Prof. Hollon has been doing 

Vashisearch for four years. This is now 

SelViking field tested on several second- 

a roads in Northern Illinois by 
© fpok and Lake County Highway De- This exclusive R & S service is made possible by 


rtments. ; this machine of our invention 
A similar mixture has been used 



















we 

























Is De, ? - ; 5 , P z 
dou he East for 10 years. It is a laborious affair to compile rate-bill analyses in your own office 
all ‘inal two years of research are (even under the best conditions), compared with the time and labor-saving 
ae heduled for tests on use of lime to service offered by the “One-Step” Method. 
ae ¢ ~~ - geo S. € th : Monthly rate-bill analyses are of prime importance to utility com- 
oe P parts of the five-year panies in “tooling up” for the future. R & S prepared monthly reports 
re ae in ap eo ie’ i ei provide authenticated and respected material for presenting rate cases. 
aid Ce ee a Se oes The “One-Step” Method is simplicity itself, full details are in our 
pistruction standards for low-cost 4 - : 
use : ; booklet, “One-Step” Method of Bill Analyses. 
01 econdary roads using these materials. 
j t 


Write Dept. U-2 for your copy today. 







: G-E Introduces New Electro- 
vo Hydraulic Control System = sFRECORDING & STATISTICAL 





it a tra ten times faster and four times CORPORATION 


1ichimore sensitive than present mechani- ' 
al controls was announced recently 100 Sixth Avenue - New York 13, N. Y. 
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This new electro-hydraulic control 
system is the third major develop- 
ment announced this year for medium 
capacity steam  turbine-generators, 
the others being a new hydrogen gas 
control system and a new static exci- 
tation system. 


Jet Gas Turbine Driven Com- 
pressors Will Lower Costs at 
Pipeline Stations, Boyer Says 


“MATERIALLY lower installation 
and maintenance costs are anticipated 
for pipeline transmission stations 
equipped with the new jet-driven gas 
turbine.” 

That was the keynote of a recent 
address by Mr. Ralph Boyer before 
the Fifth Annual ASME (American 
Society of Mechanical Engineers) 
Gas Turbine Conference. 

Mr. Boyer is vice president in 
charge of engineering, The Cooper- 
Bessemer Corporation, Mount Ver- 
non, Ohio, Under his direction Coop- 
er-Bessemer designed and built the 
new gas turbine which represents the 
first industrial application of an air- 
craft jet engine. 

First installation is expected this 
fall at the Clementsville, Kentucky 
pipeline station of Columbia Gulf 
Transmission Company. 

Mr. Boyer pointed out that the 
revolutionary new unit must still be 
classified as experimental, and that a 
conclusive report cannot be made un- 
til the unit has been in operation for 
at least one year. 

Preliminary data indicate, Mr. 
Boyer stated, that the jet driven tur- 
bine will provide efficiencies the same 
or higher than existing gas turbine 
compressor systems, without the use 
of bulky and costly regeneration 
equipment. 


Combustion Engineering to Build 
Giant Unit for Commonwealth 
Edison 


COMBUSTION Engineering has 
been awarded a contract by Common- 
wealth Edison Company, Chicago, 
for a steam generating unit to be 
built at Will county station near Le- 
mont. This unit will serve a 510,000- 
kilowatt turbine generator and will be 
the first unit of this capacity to be 
purchased by a privately-owned util- 
ity company. Rising to the height of a 
20-story building this giant will gen- 
erate 3,900,000 pounds of steam per 
hour (equivalent to evaporating more 
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INDUSTRIAL PROGRESS—( Continued) 


than 8,000 gallons of water each min- 
ute) at a pressure of 2500 pounds 
per sq. in. and a temperature of 1000 
degrees F. This team will produce 
half a million kilowatts of electric 
power for the Chicago area’s rapidly 
expanding requirement for electricity. 

Known as a C-E Controlled Circu- 
lation Boiler, this unit will be of the 
Radiant Reheat, Twin-Furnace, Pres- 
sure-Fired type. At full capacity, it 
will consume four and one half 50-ton 
carloads of coal per hour. 

The coal will be prepared for firing 
by eight Combustion Engineering 
Bowl Mills, each capable of grinding 
34 tons of coal per hour to a fineness 
comparable to that of talcum powder. 

Since World War II Common- 
wealth Edison has purchased steam 
generating capacity for six different 
power plants equivalent to nearly 2,- 
500,000 kilowatts from Combustion 
Engineering. 

Shipments from Combustion’s 
Chattanooga and East Chicago Divi- 
sions to the plant site, five miles north 
of Joliet, Illinois is scheduled to start 
in July 1961. 

Sargent & Lundy are consulting 
engineers for the installation which is 
scheduled to start commercial opera- 


tion in 1963. 


Middle South Utilities Plans 
To Spend $81,000,000 in 1960 


MIDDLE South Utilities, Inc., plans 
to spend $81 million this year for 
new facilities, compared with $71 
million in 1959, according to Edgar 
H. Dixon, president. 

The company had 896,603 electric 
customers on its lines at the end of 
the year, a gain of 2.6% from the 
874,028 customers at the close of 
1958. 

Average kilowatt hour sales per 
residential and rural customer gained 
9.5 per cent to 2,895 from 2,643 in 
1958. 


Machines "'Talk'’ to Each Other 
In Long Distance Telephone Calls 


TWO IBM Tele-processing data ma- 
chines—electronic devices that talk 
to one another in computer language 
via regular toll telephone calls were 
announced recently by International 
Business Machines Corporation. 
The IBM 7701 Magnetic Tape 
Transmission Terminal sends _busi- 
ness and scientific data at the rate 
of 150 characters or thirty words a 
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second—fifteen times as fast as h 
man speech. 

The IBM _ Data _ Transceiy 
equipped with a dial-up telepho 
feature can transmit ten eight 
column punched cards a minute 


In each case a twin device at t 
other end of the telephone cir-y 
which may be across the court 
automatically recreates the origi 
magnetic tape or punched card «a 
30th of these terminals are also c¢ 
pable of operating over telegia 
lines. 

“These exciting development: 
low cost IBM Tele-processing ne 
that no business installation of t 
Sixties need be more than a io 
distance phone call away from hi 
speed electronic computation,” <a 
Gilbert E. Jones, President of IBM 
Data Processing Division. “The 
provide the efficiency of centralize 
data processing to decentralized o 
ganizations whose volume does n 
justify leased telephone and _ tel 
graph lines.” 

Previously, for example, a larg 
company with centralized inventof 
and order processing might hav 
been required to mail or ship cong 
puter input data from remote cente 
to the central computer facility, caug 
ing a delay of days. Now, transag 
tion data recorded on magnetic tap 
may be telephoned or telegraphef 
swiftly. 








7 

Companies now _ handling  th§ 
problem with standard Data Trang 
ceivers and leased lines are expecte 
to achieve greater flexibility ang 
economy through the dial-up featur§ 
for the Data Transceiver. 


In use, the operator in the senc 
ing location places a data-filled tap§ 
reel on the 7701 and then dials th 
telephone number of the receiving 
location. Learning that data is to b 
sent, the receiving location operato 
verifies that the receiving terminal 1 
prepared to record the transmitied 
data. As the operation begins, dat 
passes at the speed of 150 character 
a second from the 7701, througl 
modulating subset provided by ‘h¢ 
telephone or telegraph company 
through the communication circu:ts 
to a demodulating subset at the othe 
end, and into the receiving 77()1 
Message rates are the same as 10 
voice conversations. 


The procedure for transmitti 1 
standard punched card informatio 
via dial-up Data Transceiver equ.p 
ment is similar. 


















ARCH 31 










it as h 


INSCEiY 
elepho 

eight 
nute 








ang 
ature 


Seni¢ 
tape 
s th 
iving 
0 b 
rato 
al i 
iti ed 
dat 
cter’ 
sh 
{h@ 
aliy 
u:ts 
the 
701 
19 





ting 
thor 
up 





(76 





ARCH 31, 1960—PUBLIC UTILITIES FORTNIGHTLY 


PROCEEDINGS 


AND UTILITIES COMMISSIONERS 





including the following: 





1959 CONVENTION 


AT PHILADELPHIA, PENNSYLVANIA 


NATIONAL ASSOCIATION OF RAILROAD 


THis edition contains valuable material on the 
subject of regulation of rates and services of 
public utilities and transportation companies 


Rates of Public Utilities and Transportation Agencies, Valuation, Railroad Problems, 
and Regulation of Public Utilities, Panel Discussion on the subject of "Inflation and 
Its Effect on Utility Regulation of Rates and Utility Financing,” Addresses on 
"Legislation Affecting the Federal Regulatory Process" and "The Impact of the Supreme 
Court Decision in the Service Storage and Transfer Case." This volume contains a 
complete transcript of the addresses and committee —— of the 1959 Philadelphia 


meeting. The book is printed and bound in regular book cover. 
Price $10.00—Approximately 500 Pages 





OTHER PUBLICATIONS OF THE ASSOCIATION 


1957—Uniform System of Accounts for Water Utilities 
Class A & B—128 pages 


Accounts for utilities having annual water operating revenues of $250,000 or more .. $4.50 


Class C—100 pages 
Accounts for utilities having annual water operating revenues of $50,000 or more but 


SUE UNE ENN 62505500. ceca ae hc Gla ial eS Soisieae Wie SORE OS. 68 RRS SLO s HeeeeeeS 3.50 
Class D—64 pages 
Accounts for utilities having annual water operating revenues of less than $50,000 .... 2.00 
1958—Uniform System of Accounts for Electric Utilities 
Class A & B—169 pages 
Accounts for utilities having annual electric operating revenues of $1,000,000 or more 4.50 
Class C—125 pages 
Accounts for utilities having annual electric operating revenues of $150,000 or more 
but less than $1,000,000 ..................... RA aE RM etn i, ee ee 3.50 
Class D—59 pages 
Accounts for utilities having annual electric operating revenues of less than $150,000 .. 2.00 
1958—Uniform System of Accounts for Gas Utilities 
Class A & B—212 pages 
Accounts for utilities having annual gas operating revenues of $1,000,000 or more .... 4.50 
Class C—130 pages 
Accounts for utilities having annual gas operating revenues of $150,000 or more but 
coo act a RRS ES AES SSS A eee ae i na as sO = ee a er 3.50 
Class D—60 pages 
Accounts for utilities having annual gas operating revenues of less than $150,000 .... 2.00 
1958—Regulations Governing the Preservation of Records of Electric, 
ROE EN NUNN CN RNNU NIB 5565 5c oss ois vated: nie's wcigihislace' da a bine esd esleeediaeiesedeae 1.00 
Telephone Separations Manual (Revised October, 1957) .................0000000- 2.00 
Local Service Telephone Rates (Revised 1957) 
This includes the rates for all exchanges of the Bell System Companies, the rates in exchanges 
servicing cities of 50,000 population or more (both Bell and Independent), and a tabulation 
of exchanges which had a ten cent coin telephone rate as of June 30, 1957. (with set of 
SETS F OORIN wrote ree cree cio Hoa SIR MA INES aa RS oodles Sedeae 2.00 
Local Service Telephone Rates—Set of 75 revised pages only for 1958............ 1.25 
Depreciation: 
1943—1944 Reports of the Committee on Depreciation. A comprehensive and complete 
analysis of the problems of depreciation on public utility regulation ............ 4.50 
1946—Methods of Pricing Retirements from Group Property Accounts ............... 1.25 
1948—Half Cycle Methods of Estimating Service Life .................cccccceeeeeeee 1.00 
1948—Letter Symbols for Mathematics of Depreciation ..............0.eececeeeceecee 1.00 
1959—Report of Committee on Depreciation ................c ccc ec cece ete ecceeeeces 15 
(When remittance accompanies order, we pay forwarding charges) 
NATIONAL ASSOCIATION OF RAILROAD AND 
UTILITIES COMMISSIONERS 
P. ©. BOX 684 Washington 4, D. C. 































































PROFESSIONAL DIRECTORY 


@ This Directory is reserved for engineers, account- 
ants, rate experts, consultants, and others equipped to 
serve utilities in all matters relating to rate questions, 
appraisals, valuations, special reports, investigations, 
financing, design, and construction. 








64 years of leadership in property valuation 
me AMERICAN APPRAISAL company 


Home Office: Milwaukee 1, Wisconsin 
Offices in 18 cities coast-to-coast 














CONSULTING ENGINEERS 
Electricity, Natural Gas and Water Utilities 
Production, Transmission, Distribution 
Reports, Design, Supervision of Construction 
"Investigations, Valuation and Rates 
15800 MEADOW LAKE PARKWAY, KANSAS CITY 14, MISSOURI (SINCE 1915) 








BONI, WATKINS, JASON & CO., INC. 


Economic & Management Consultants 





37 Wall Street 919 Eighteenth St., N.W. 
New York 5, N. Y. Washington 6, D. C. 
Rate Cases Management and Market Studies Rate of Retura Analysis 
Cost of Service Determination Economic and Financial Reports 








BURNS and ROE, Inc. 
ENGINEERS e CONSULTANTS e CONSTRUCTORS 
Engineering and Design © Research and Development © Construction © 
Electric, Steam and Hydro Plants © Aeronautical and Missile 
Facilities @ Surveys ©@ Nuclear, Chemical and Industrial Plants ¢ 
Transmission © Distribution © Reports 
160 WEST BROADWAY, NEW YORK 13, NEW YORK 
Washington, D. C, e Hempstead, L. |. e Santa Monica, Calif. 











SERVICES INC. Management and Business Consultants 


300 Park Ave., New York 22, N. Y., MUrray Hill 8-1800 


Common wealth 1 Main St., Houston 2, Texas, CApital 2-9171 
1612 K St., N.W., Washington 6, D. C., STerling 3-3363 


ASSOCIATES INC. Consulting and Design Engineers 
Commonwealth Building, Jackson, Mich., STate 4-6111 











DAY & ZIMMERMANN, INC. 


ENGINEERS & CONSTRUCTORS 
NEW YORK PHILADELPHIA CHICAGO 


Design — Electric Line Construction — Management — Reports and Valuations 











Mention the FortNiGHtLyY—It identifies your inquiry 
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(continued) 


- Design 

- Engineering 

- Construction 
DRAKE & TOWNSEND 


Incorporated 


11 WEST 42ND STREET, NEW YORK 36, N. Y. 


LP-gas 


peak shaving 
EMPIRE GAS and stand-by 
ENGINEERING CO. plants tor 
+ municipalities 
P.O. Box 1738. - industry 


+ design 


Atlanta 1. Georgia + construction 











FF Ford, Bacon & Davis 


BaD VALUATION Fn ineers CONSTRUCTION 
, REPORTS g RATE CASES 


NEW YORK @ MONROE, LA. @ CHICAGO e SAN FRANCISCO 























FOSTER ASSOCIATES, INC. 


Rate Cases @ Cost of Service and Other Regulatory Methods 
Rate of Return Analyses @ Rate Design 
Natural Gas Field Price Problems @ Economie and Financial Reports 


1523 L STREET, N.W. 326 MAYO BUILDING 403 EMPIRE BUILDING 
WASHINGTON 5, D. C. TULSA 3, OKLAHOMA CALGARY, ALBERTA 






















Francisco & JACcoBUS 


ENGINEER & ARCHITECT 


Specializing in the location and design of 
Customers Service Centers and Operating Headquarters 


New YorK WESTBURY CLEVELAND TUCSON 
























GIBBS & HILL, inc. 
Consulting Engineers 
DESIGNERS ¢ CONSTRUCTORS 
PENNSYLVANIA STATION NEW YORK 1,N. Y. 
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ENGINEERS and CONSULTANTS 


525 LANCASTER AVE. 
~READING, PA. 


WASHINGTON « NEW YORK 


G =) GILBERT ASSOCIATES, INC. 


FOUNDED 1906 














W. C. GILMAN & COMPANY 


CONSULTING ENGINEERS 
ELECTRIC — GAS — TRANSIT — WATER 
F ial and E ic Reports 
Valuations—Rate of Return—Depreciation Studies 
Traffic Surveys—Fare Analyses 


55 Liberty Street New York 5, N. Y. 

















HARZA ENGINEERING COMPANY 
Consulting Engineers 
Calvin V. Davis j Richard D. Harza E. Montford Fucik 
REPORTS — DESIGN — SUPERVISION 
HYDROELECTRIC PLANTS AND DAMS — TRANSMISSION LINES — FLOOD CONTROL — 
GATION — RIVER BASIN DEVELOPMENT 


400 West Madison Street Chicago 6, Illinois 

















HOOSIER ENGINEERING COMPANY 


Erection and Maintenance of 
Electrical Transmission and Distribution Lines 


1350 HOLLY AVENUE e COLUMBUS, OHIO 














JENSEN, BOWEN & FARRELL 


ENGINEERS 


APPRAISALS — DEPRECIATION STUDIES — PROPERTY RECORDS 
COST TRENDS — SPECIAL STUDIES — REPORTS 


for Rate Cases, Security Issues, Regulatory and Accounting Requirements 
Michigan Theatre Building Ann Arbor, Michigan NOrmandy 8-7778 














Personalized Piping System Flexibility Analyses 


Piping flexibility studies made with Available on a confidential basis 
Kellogg’s electronic computer, to consulting engineers and engineering 
individualized on your company forms. departments. Write for details to: 


FABRICATED PRODUCTS SALES DIVISION 


The M. W. Kellogg Company, 711 Third Avenue, New York 17, N. Y. 











Mention the FortNIGHTLY—It identifies your mquiry 
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Doe tru lj ian lopounlion 


ENGINEERS ° CORRS TRUCT ORS 


POWER PLANT SPECIALISTS 


DESIGN e CONSTRUCTION MANAGEMENT 
SURVEYS e INVESTIGATIONS e REPORTS 


1200 N. BROAD ST., PHILADELPHIA 21, PA. 








William S. Leffler, Engineers Associated 
Utility Management Consultants for past 35 years Specializing in 
4 a CLASS COST ANALYSES for Developing CLASS RATES REGULATORY 
ae OF RETURN and UNIT COSTS for use in neunncinan 
TELEPHONE RATE CASES AND MODERNIZATION of Rate Structures PROBLEMS 
Send for brochure: “The Value of Cost Analysis to Management” 
17 BAYWATER DRIVE DARIEN, CONN. 














N. A. LOUGEE & COMPANY 


Engineers and Consultants 


RATE CASES—APPRAISALS—DEPRECIATION STUDIES 
BUSINESS AND FEASIBILITY STUDIES—REPORTS 


120 Broadway New York 

















CHAS. T. MAIN, INC. 


Power Surveys—Investigations—V aluations—Re ports 
Design and Construction Management 
Steam, Hydro Electric and Diesel Plants—Gas Turbine Installations 
BOSTON, MASS. sss CHARLOTTE, N. C. 














MANAGEMENT SERVICES FOR THE TRANSIT INDUSTRY 


nadine e complete management 
pees e consultation 
e special investigations 


NATIONAL CITY MANAGEMENT COMPANY 
Prudential Plaza — Suite 3500 e Chicago 1, Illinois ° MOhowk 4-6500 

















Pioneer Service & Engineering Co. 


CONSULTING, DESIGNING AND : SPECIALISTS IN 
OPERATING ENGINEERS 7 ACCOUNTING, FINANCING, RATES, 
PURCHASING INSURANCE AND DEPRECIATION 


231 SOUTH LA SALLE STREET CHICAGO 4, ILLINOIS 
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~ Special Operating Studies 
= Planning and Design mh p. f 1 5 1 y ‘amen nN 
- Reports for Financing wee : 
Se Economic Studies coaatng eager wth 2 business 3 
: ~ Regulatory Representation 1025 Connecticut Ave., N: w., Washington 6,0. Cc. o 
Tae - 6F Broadway, New York 6, N. oe : 





SANDERSON & PORTER ENGINEERS 
DESIGN e CONSTRUCTION 


NEW YORE NEW YORK 











CTCL 


SARGENT & LUNDY 


ENGINEERS 
Consultants to the Power Industry 
@ STUDIES @ DESIGN @ SUPERVISION 


140 South Dearborn Street, Chicago 3, Ill. 


TT 
SHE 
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STANDARD RESEARCH CONSULTANTS, INC. 


Rate of Return ¢@ Valuations © Capital Costs 
Customer Surveys © Depreciation Studies 
Regional Economic Studies ® Property Records 


345 Hudson St. Watkins 4-6400 New York 14, N. Y. 

















TONE s WEBSTER E3a 
BOSTON 


CHICAGO 


ENGINEERING CORPORATION onsen 


SAN FRANCISCO 
DESIGN » CONSTRUCTION » REPORTS - APPRAISALS a 


EXAMINATIONS » CONSULTING ENGINEERING TORONTO 


























e é 
Whitman, Requardt and Associates 
Publishers of the HANDY-WHITMAN INDEX 

DESIGN—SUPERVISION OF PUBLIC UTILITY CONSTRUCTION COSTS, 
now in its 35th year and a companion publication the 

REPORTS—VALUATIONS HANDY-WHITMAN INDEX OF WATER UTILITY 

CONSTRUCTION COSTS 
1304 ST. PAUL STREET BALTIMORE 2, MARYLAND 
Mention the FortNIGHTLY—It identifies your inquiry 





PUBLIC UTILITIES FORTNIGHTLY—MARCH 31, 1760 MARCI 








PROFESSIONAL DIRECTORY 





(concluded) 








BURNS & McDONNELL 


Engineers-Architects-Consultants 


4600 E. 63rd St. Trafficway 
Kansas City 41, Missouri 








LUTZ & MAY COMPANY 


Consulting Dngineers 


STEAM, GAS & DIESEL POWER STATIONS 
PUMPING PLANTS—ELECTRIC SYSTEMS 
REPORTS—DESIGNS—APPRAISALS 


1009 Baltimore Kansas City 6, Mo. 











EARL L. CARTER 
Consulting Engineer 


REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 


Pablic Utils Valuations, Reports ond 
: Oritgnal Cost Studses 


910 Electric Building Indianapolis, Ind. 





MINER AND MINER 
CONSULTING ENGINEERS 
INCORPORATED 


GREELEY COLORADO 








ENGINEERS, CONSTRUCTION AND 
MAINTENANCE CONTRACTORS 
for the GAS INDUSTRY 


emo. Bo Gl ody. a ame) 
GAS anp SERVICE CO. 
327 So. LaSalle St., Chicago 4, UL . 











PITTSBURGH TESTING 
LABORATORY 
Radiography—Soils—Mechanics 
Testing—Inspection—Analysis 


Main Office, Pittsburgh, Pa. 
32 Laboratories In Principal Cities 














GANNETT FLEMING CORDDRY AND CARPENTER, INC. 


ENGINEERS 


investigations—Reports—Appraisale — 
Original Cost and Depreciation Studies 
Rate Analyses—Iineurance Surveys 


HARRISBURG, PENNSYLVANIA 








A. S. SCHULMAN ELEctric Co. 


Electrical Contracting Engineers 
founded 1890 
PowER STATION—INDUSTRIAL— 
COMMERCIAL—TRANSMISSION LINES— 
DISTRIBUTION 
2416 8S. MICHIGAN AVE., CHICAGO, Od. 
Angeles 














INTERNUCLEAR COMPANY 


Nuclear consultants, engineers, and 
designers 
Economics of Nuclear Power, Reactor 
Analysis and Design, Shielding, 
Special Applications 


Clayton 5 Missouri 








SVERDRUP & PARCEL 
Engineers & Consultants 


Design, Construction Supervision 

Steam and Hydro Power Plaats 

Power Systems—iadusirial Plants 
Studies—Reports 


St. Louis . Sen Francisco °¢ Waskingtos 











Jackson & Moreland, Inc. 
Jackson & Moreland international, fac. 
Engineers and Consultant: 
MLECTRICAL— MECHANICAL STRUCTURAL 
DESIGN AND SUPERVISION OF CONSTRUCTION 


UTILIY, INDUSTRIAL AND ATOMIC PROJECTS 
caging: pene 

MACHINE DESIGN—TECHNICAL PUBLICA’ 

BOSTON — WASHINGTON — NEW "YORK 











A. W. WILLIAMS INSPECTION CO., INC, 


Specialized Inspection Service 
Poles, Crossarms, Lumber, Piles, Crossties 
Preservative Treatment and Preservative Analysis 


208 Virginia St., Mobile, Ala. 
New York St. Louis Portiand 
Inspectors stationed throughout the U.S.A. 
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The Fortnightly lists below the advertisers in this issue for ready refer- 
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oO 
*Osmose Wood Preserving Company of America, Inc. .. 
P 
Pioneer Service & Engineering Company ............ 1, 2B 
Pittsburgh Testing Company . ...................... 25 
*Plastics and Coal Chem. Div., Allied Chemical Corp. . 
we le ey ee er ee eee 
R 
Ransom, R. A., Company, Inc. .............. | 
Recording & Statistical Corporation ................. 17 
Remington Rand Div. of Sperry Rand Co. ............. 5 
s 
Sanderson & Porter, Engineers ..................2005. 24 
Sargent & Lundy, Engineers ... . 2... 6c cccsescceeee 24 
Schulman, A. S., Electric Co., Engineers .............. 25 
*Smith Barney & Company ............ssccccecsecces 
Sasthera MSOMPENY, BHO 55 5 eke Geese acaec’s I 
Standard Research Consultants, RR eee 24 
Stone and Webster Engineering Corporation .......... 24 
*Studebaker-Packard Corporation .................. ; 
Sverdrup & Parcel, Engineers & Consultants ........... 25 
T 
WP IBIDINNES ANE. 2. eos vos cad acidic Sea 
Ww 
*Westinghouse Electric Corporation .................. 
oj ee oy Oe ee ee 
Whitman, Requardt and Associates .................. 24 
Williams, A. W., Inspection Co., Inc. ................. 25 
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Handy Dodge Tradesman 
saves you time, 


DODGE TRADESMAN has lock-up 


cuts yo UT COS ts compartments for supplies, fittings, 


tools. Open, doors of horizontal com- 
partments form handy “workbenches”. 


Handiest thing on wheels, this new Dodge Trades- 
man! Its roomy compartment-type body helps keep 
your tools neatly arranged. Cuts costs by helping 
you accomplish more work in shorter time. Spacious 
floor area holds the bigger items you haul. Ladder 
racks and sliding roof are available. 


As for the rest of the truck, it’s everything the Dodge 
name promises. Dependable. Husky. Easy to drive. 
Thrifty, too . . . with your choice of a 120-hp. Six or 





200-hp. V-8. ag engines thrive on a lean diet of low- DODGE PANELS provide 155 cu. ft 
cost regular gas! of enclosed load space on a compact 

: ‘ 108-inch wheelbase. Tops in driving 
The Tradesman rolls off the Dodge production line case end eye-catching sigte! 


as a complete unit, equipped to your specifications 
and ready for work. It’s available for quick delivery 
at low cost through your nearby Dodge dealer. 











DODGE 4 x 4’s take you anywhere 
— _. Off the road or on! Big choice of body 

types. G.V.W.’s from 5,100 to 20,000 Ibs. 
Horsepower from 113 to 202. 






DEPEND ON 


DODGE 


TO SAVE YOU 
MONEY IN 


7, 
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General Electric reports on developments in... TRANSMISSION 


Recent developments in mobile transformers help utilities . . . 


REDUCE INVESTMENT IN RESERVE CAPACIT/|| 


TO SERVE GROWING LOADS and to reduce transmis- 
sion system investment, electric utilities are steadily 
increasing the size of transmission stations and the 
ratings of station transformers. In addition, many 
utilities are finding the mobile transformer an impor- 
tant tool to further reduce system investment. 
MOBILE TRANSFORMER CAPACITIES, however, have 
had to expand with expanding systems. And they 
have. 

Ten years ago, the highest-capacity mobile trans- 
former built was rated about 6000 kva. Today, 
General Electric has built and sold mobile units 
rated as high as 40,000 kva. 

Electric utilities have been quick to recognize the 
savings in system reserve capacity which larger 
cap®ity mobile transformers make possible. The 
proof? 34 percent of all mobile units (substations 
and transformers) in service today have been pur- 
chased in the past 3 years. And 40 percent of cur- 
rent General Electric sales in mobile units are mobile 
transformers, which have emerged as_ separate 
products with. distinct applications. 

Mobile transformers are being used primarily for 
reserve capacity, today, while the mobile substation 
has found its place as a maintenance tool. 

SAVINGS that may be obtained through use of mobile 
transformers are often highly dramatic. Some utili- 
ties have found that mobile units pay for themselves 


PACIFIC GAS AND ELECTRIC linemen tap in on high-voltage 
bus in initial test of G-E 40,000-kva, 230-kv mobile transformer. 





in one year. The reasons are clear: 
e One mobile transformer can serve as emergen 
capacity for a number of stations distributed ov 
a wide area. 
With mobiles, existing installed capacity can | 
used more efficiently. Much higher loading of . 
station facilities is possible. 
Larger capacities available today extend use (a : 
economies) of mobiles to a larger percenta 
of transformers used over an entire system. 
OTHER IMPORTANT BENEFITS causing electric utiliti : 
to look with increasing favor on mobile transforme ; 
include the speed with which they may be put in 0 | 
service in case of emergency and the improved servi e 
continuity they make possible, with conseque: 
returns in customer good-will. 
NEW CONCEPTS in design, in materials, and in manv- | 
facturing have made possible great increases in the | 
kva capacity of mobile transformers in just the past | 
few years. Important as these developments ars, | 
they represent only a fraction of the total effort | 
devoted by General Electric to its most important || 
mission: to work with electric utilities to get more 
power on the line and to keep the cost of power | 
low. General Electric Co., Schenectady 5, N. Y. 
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